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Fears for security 

as US and Russia 
delay disposal of 
weapons plutonium 

TTie ri sk of nuclear weapon-making 
material falling into the wrong hands 
fa being exacerbated by delays In 
Implementing a US-Russlan disposal ■ 
plan tor weapons plutonium. US leg- 
islators and arms control experts 
said. Pages 

Kosow talks closer ~ 

The Serbian government and ethnic 
Albanian Leaders edged closer 
towards tafts on the future of Kos- 
ovo after a Serb offensive that has 
Idled at toast BO people. Page 2 

Carmakers offer emission cuts 
European carmakers offered voJutf . 
tery cuts In carbon dioxide emissions 
from new vehicles In an attempt to 
stave off the threat of more stringent 

mandatary reductions. Page 2 
More room for bens - «• 

Minimum space requirements for 
battery hens would be almost dou- 
bled under plans outlined by the 
European Commission. Page 2 

BSE costs daim ' 

A zoologist railed In by the UK gov- 
ernment to Investigate BSE or "mad 
cow disease" claimed he had been 
warned against recommending mea- 
sures which would cost taxpayers 
money. Page 7 

UH seeks $1.3bn dues from us 

Kofi Annan, United Nations secretary 
general, urged US president Bill can- 
ton to persuade Congress to pay 
$1.3bn In dues it owes the world 
bady. ; P»g»4 

US andltossfa seek comperefloe 

Russian prime minister Victor Cher- 
nomyrdin and. US vice-president Al 
43 ore said, there were "enormous . 
opportunities” far fbfnt action In eco- 
nomics. science and technology. 
Paged . 

Subarfeo sworn in 

About 10,000 students took part to 
protests, against Pnwfdarrt Suharto. . 
including the burning of an effigy, as 
he was sworn In for another five 
yeare m taoder af krioneBla. Indon- 
esia to try for new accord, Pag* 4 

Akport firefighters stay oat 

Striking firefighters at both Paris air- 
ports maintained their walkout for a 
second day. grounding or detaytog 
hundreds of flights. 

jtodgos accused ovnr drags 

Venezuela's anti-narcotics chief 
. alleged that 10 Judges accepted 
brtoes in exchange tor rulings to '■ 
favour of drug traffickers. Page 5 

Australia nearer land showdown 

Australia moved closer to a parlia- 
mentary showdown over native land 
We legislation after a government 
bffl; opposed by Aboriginal groups, 
passed the lower house. Page 4 

Assault on smoke 

Boston lawyers attacked tobacco 
companies over alleged harm suf- 
fered by restaurant workers from 
second-hand smoke. Page 5 

California at risk 
Economic growth and urban sprawl 
are threatening southern Caflfamla's 
weakened Infrastructure and putting 
the region at risk from natural disas- 
ters, a study shows. Pag* 2 

MussoU car sold 

A Rat car belonging to ttaflun war- 
time dictator Benito Mussolini's mis- 
tress, Ctarstta Petacci, was sold for 
SFrl 56,000 tflftflpQ.ln Geneva. 

President vanishes 

Air Force" One, the US pretfdential 
Boeing 747, disappeared from radar 
screens for 24 seconds as it was fly- 
ing near New York with President BiU 
CRnfen bri bbarti Ffcufty'grooncf 
equipment was blamed. 


BUSINESS NEWS 




Liberty Life and 
Sfanbic plan joint 
South African 
holding company 

Liberty Ufa and Standard Bank 
Investment Corporation are discuss- 
ing unifying banking, fife assurance 
and fund management operations, 
signalling South Africa’s second big 
financial services merger in two days. 
Page 13; Lex, Page 12 ; Observer, 
Pagell 

Mtnorco. Luxembourg-based 
offshore arm of South Africa’s Anglo 
American group, saw annual net 
earnings drop 17 per cent to $329m 
before exceptional after a weak 
fourth quarter. Page 16 

SocMtd 66n6nrie chairman Daniel 
Bouton attacked Crdtfit Mutual, com- 
petitor for French state-owned bank 
CIC. and threatened legal action if It 
maintained Its offer. Page 14 

Defence Evaluation and Research 

Agency of the UK is unfflcefy to be 
fuHy privatised, partly because of US 
concern that Its weapons secrets 
might fail Into the hands of compa- 
nies In other countries. Page 8 

Warburg DMon Read, investment 
banking arm of Swiss Bank Corpora- 
tion, Incurred heavy losses on 
emerging market bonds and scarcely 
broke even In the second half of 
1997. Page 13; Details, Page 14 

Waste Management, the troubled 
US waste cantor which Is also Amer- 
ica’s biggest, is to marge wtth USA 
Waste. The two expect thalr com- 
bined business to be capitalised at 
over $20bn. Page 13; Lex, Page 12; 
Work! Stocks, Page 32 

BAT toduslifes’ net profiterfived 28 
per cent to £1.8bn fiSbn) after 
exceptional of EBOOm to settle 
tobacco irrigation, resolve pensions 
m to-selling cases and refinance debt 
Page 17 and comment 

Conoco and Russia's Lukoil have 
signed a multi-bOHoh dollar deal to 
develop o B and gas fields In Russia’s 
Northern Territories. Commodities, 
Page 22; Russia and US sea hopes 
fbrsdanca&ite, Pages 

Cathay Pacific Airways’ 1997 net 
profits dropped 55.5 per cent to 
HK$1.68bn (S218 Ati) after one of 
the Hong Kong airline's worst years, 
ft warned 1998 might be even more 
turbulent Page 13 

Morgan Stanley Japan, Japanese 
vm of the US investment bank and 
first foreign bank to issue commercial 
paper In Japan, launched the first 
tranche of a planned Y250bn 
(Sl56bn) programme. Page 15 

Japan's trade surptes more than 
doubled to Y538bn (S4.2bn) to Janu- 
ary, underscoring this economy’s 
weakness and Increasing pressure on 
the government to boost domestic 
demand. Page 4 

Nomura International, European arm 
of Japan’s Nomura Securities, to set 
to start negotiations to buy 78 per 
cent of Bulgarian Post Bank. Foreign 
investors fine up. Page 3 

JCt of South Africa wiU keep Western 
Areas mine, one of its best gold 
assets r when the mining group to 
split JCt originally planned to pass It 
to Anglo American. Page 13. 

GroqK Ho, the Paris restaurant 
group that includes La Coupote, 
plans to float 145 to 25 per cent of its 
capital on France’s Second MarchA 

Page 14 

World Equity Markets 

The latest trends aid data from more 
.than 5Gi national markets at a {fanes 
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Bank of Japan official arrested 


Information about 
market operations 
allegedly leaked in 
return for favours 

By GOtoo Tett in Tokyo 


A senior official at the Bazik of 
Japan was arrested yesterday 
over allegations that he had 
leaked market-sensitive Informa- 
tion to Japanese banks in 
exchange for favours. 

Prosecutors raided the bank 
and seized Yasuyuki Yoshizawa, 
head of the capital markets divi- 
sion, far allegedly receiving V7m 
($55,500) worth of “wining and 
dining” from six hanks and pro- 
viding them with information 
about market operations. 

It is the first time a senior 

Rank of Ja pan nfflHal ha p Hppt> 

arrested in a corruption scandal- 
Several politicians hinted that 
Yasuo Matsushita, the bank gov- 
ernor, should resign over the 
affair. Kanwa Muroaka, chief 
cabinet secretary, said: “Mr Mat- 
sushita obviously hears responsi- 
bility as the supervisor.” 

Mr Matsushita, governor since 
1994, yesterday Issued a state- 
ment ahtmnwledg in g tha t he had 
a “grave responsibility” but did 
not mppHnm resigning. “I would 
like to take responsibility by 


£. .. ' \ 




# 




Bartc govsmor Yasuo Matsushita at a news conference to Tokyo yesterday. Picture Reuters 


making utmost efforts to clear 
the facts and recover trust in the 
bank," he said. 

Yesterday’s raid comes after a 
series of corruption scandals that 
have implicated seven top banks, 
four brokers and two government 
institutions. 

Unlike previous high-profile 
swoqps, there was little drama 
surrounding yesterday's arrest 
and it provoked limited public 
outcry. The markets were 


unmoved because the arrest had 
been expected and was nnHkely 
to have much impact on central 
bank monetary policy. 

Mr Yoshizawa was responsible 
for monitoring and executing 
liquidity operations at the Bank 
of Japan. The prosecutors allege 
that the hankg wined and dined 
him in. exchange tor information 
about fftythtvYmtnp money market 
operations. 

The Industrial Bank of Japan 


and Sanwa are alleged by the 
prosecutors to have provided 

m ffj t of the antgrtalmnant . 

However, Sumitomo, Sakura, 
Bank of Tokyo Mitsubishi and 
Fuji were also Involved in enter- 
taining Mr Yoshizawa, prosecu- 
tors claim. Sanwa and IBJ issued 
statements saying they regretted 

the development. 

"Yesterday’s raid is an embar- 
rassment to the Bank of Japan 
since it comes as a new law giv- 


ing it independence over mone- 
tary policy is due to come into 
effect on April 1 as part of the 
country's planned “Big Bang” 
financial deregulation. 

The law will also require the 
bank to he more accountable to 
parliament and more transparent 
in its operations. 

The Bank of Japan yesterday 
pledged to take severe, disciplin- 
ary action against employees 
involved In the case. ' 

The hanfr fa unlikely to see any 
diminution of its powers as a 
result of the arrest. This would 
be in contrast to Japan’s Ministry 
of Finance, which baa seen its 
Influence sharply reduced in 
recent months by its own related 
scandals. 

In January Hiroshi MUsuzuka, 
finance minister, was farced to 
resign' after two ministay officials 
were arrested for - allegedly 
receiving lavish entertainment 
fr om six bank* that they were 
regulating. 

The public prosecutors are 
understood to be conducting fur- 
ther corruption investigations. 
However, sane officiate close to 
the prosecutors' office yesterday 
suggested there might be a lull in 
activities because the prosecu- 
tors’ office is due to conduct its 
annual reshuffle of personnel 
next wymth, which may lead to 
cuts in the team investigating 
financial scandal& .' 


Internet stock rise 
may rest more on 
hope than reality 


By Mcbotes Dentoa in San Francisco 

Personal computer stocks may be 
out of favour following last 
week’s startling profit warnings 
Jirtnn lintel,. .Compaq and Moto- 
rola. But shares In companies 
involved in the internet continue 
to scale dizzying heights even 
though most of them have yet to 
earn a dime. 

TO John Doerr. one of Silicon 
Valley’s leading venture capital- 
ists, the internet stock boom is 
the greatest legal creation of 
wealth in human history; and ihp 
burst of company creation that 
has accompanied the develop- 
ment of the world wide web Is, in 
his view, still in its early stages. 

Since February 20, Yahoo! 
shares have risen 36 per cent, 
bringing the market value of the 
three-year-bid internet navigation 
service to $3.9bn. Shares in Ama- 
zon.com, the online bookstore, 
have risen 31 per cent to take its 
market value to $2bn, only a 
little shy of Barnes & Noble, the 
largest traditional US book 
retailer. 

Overall, the 25 most valuable 
internet companies, Including 
America Online, the internet 
access service, have a combined 
value of $37bn. The market has 
chosen to ignore the fact that 20 
of the 25 are lossmaking. 

So what is going on? There are 
many explanations, some based 
on the sector’s promising pros- 
pects. But some rest simply on 
the hope that the internet stock 
boom will continue. 

President Clinton set off the 
latest surge last month when he 
came out in favour of a tax mora- 
torium on internet commerce. 
Although a restatement of the 
adminis tration’s earlier position, 
this was seen as good news for 
online retailers such as Ama- 
zon.com, which do Dot in practice 
charge sales tax. 

Second, the fall in hardware 
stocks such as Intel and Compaq 
has benefited internet stocks. 

The internet top 10 


Compaq, for example, is expected 
to announce price cuts to stimu- 
late sluggish sales which would 
increase PC penetration and, by 
extension, internet usage. . 

Moreover, many of the largest 
Ins tituti ons investing in technol- 
ogy stocks, such as Amerindo, 
have funds dedicated to the sec- 
tor, if they reduce their holdings 
in hardware companies, they 
have a choice between cash and 
internet companies as alternative 
homes for their money. 

Third, internet stocks are typi- 
cally Illiquid, amplifying price 
movements. In a note on Yahoo! 
this week after the shares rose 
sharply on Monday, Salomon 
Brothers said: “We do not believe 
the one-day jump in prices was 
related to a fundamental change. 
The small float among internet 
issues increases share price vola- 
tility, causing capital inflows and 
outflows from the sector to have 
a disproportionate impact" 

And fourth, many momentum 
investors - institutions that pay 
less attention to fundamental val- 
uations than to the direction of 
movement of a stock - are seek- 
ing to catch the upswing, in the 
belief that they can get out of the 
stock ahead of a correction. 

Internet stocks are not being 
carried aloft entirely on hype. 
Amazon's 1997 revenues were 10 
times those of 1996; it will soon 
be the third largest seller of 
books in the US. And Yahoo! - 
with 65m pages viewed a day in 
December - has 100 times more 
visitors than most newspaper 
web sites. 

Amazon.com, Yahoo! and their 
counterparts may Indeed become 
stocks of the 2 1st century that 
investors curse themselves for 
missing in 1998. For the moment, 
however, the market is counting 
a good many chickens before 
they hatch. 

Onine media cutbacks, Pa ge 5 
PC narke* turmofl, Page 11 
Taxing the Internet, Page 19 


Mars considers suing Unilever 


By Emma Tucker la Brands 
and Joto WUnxn 


Mars, the US confectionery ' 
company, is understood to be 
considering ’frniwrhfng a claim for 
damag es against Unilever, the 
world’s largest ice cream manu- 
facturer, over its marketing prac- 
tices in Ireland. 

This fallows a ruling of the 
European Commission yesterday . 
that Unilever abused its domi- 
nant position . ftp- the Irish i«M 
cream market by excluding rival 
products from the freezer cabi- 
nets it supplies to shops. 

A claim can be backdated for - 
up to seven years and could 
involve a figure of as much as 
glbn, one industry source said. 

Unilever, the Anglo-Dutch con- 
sumer group that produces ‘ 
brands such as Magnum. Solero 
and Cometto. condemned the rul- 
ing as “misguided" and said the 
company would immediately 
lodge an appeal at the European 
Court el Justice. 

If the appeal fails competitors 


such as Mars, which first com- 
plained about the practice in 
1991, ran launch ctedms' far dam- 
ages against Unilever far loss of 
earnings. 

, Mars declined to confirm it 
would lannrih a claim, hut wel- 
comed the Commission’s deci- 
sion, saying competition would 
be good far consumers, retailers, 
wholesalers and nuuntfa ctu r e ra. 

"The decision sets a dear pre- 
cedent tor action by national 
.ponspettttoji' 

courts in other European coun- 
tries where Unilever has 1 sus- 
tained its dominant position by- 
the same anti-competitive market 
practices," the company said: 

Brussels said HB, Unilever's 
Irish 'subsidiary with more than 
85 par cent erf the local market, 
had effectively Mfled competition 
by inducing shop owners to enter 
into the exclusive : freezer 
arrangements. 

"Unilever's competitors are 
consequently denied access to 
these outlets, with the result that 
their products are not offered for 


sale fr om a very substantial pro- 
portion of retail; outlets in 
Ireland,” said fly rinrijmtwrinn 
Frans Tumrijnrs, ^Unilever’s 
vicepre3i3edt,said having 
dedicated ice cream eafritiH tw was 
in tiie consumer's interest. 

"The decision is based on 
flimsy evidence and muddled 
thinking,” said Mr Tummsrs. He 
said the company would apply to 
have the decision -. postponed 
pending the which could 


After ohjecticm^eht out by the 
Commission In 1993, Unilever 
changed same of its distribution 
arrangements in Ire land . These 
included a scheme allowing 
retailers to hire-purchase freezers 
from Unilever. Under the earlier 
scheme shop owners were given 
freezers on condition they 
stocked only Unilever products. 

The Brus se ls ruling gives the 
company three months to the 
contracts enforcing freezer 
exclusivity. 


BStofM Comment, Page 11 
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Talks edge closer over Kosovo 


By Guy Dlnmore in Pristina 


The Serbian government and 
ethnic Albanian leaders yes- 
terday edged closer towards 
talks on the future of Kosovo 
alter a Serb offensive that 
has killed at least 80 people 
and led to fresh sanctions by 
the west. 

Diplomats attempting to 
mediate between the two 
were encouraged that Bel- 
grade had apparently 
dropped its conditions for 
starting a dialogue. But 
uncompromising statements 
gave hope of an early settle- 
ment to the conflict that 
threatens to destabilise 
neig hbouring countries 

Police backed by armoured 
cars maintain their occupa- 
tion of several ethnic Alba- 
nian villages in Kosovo. 

The Serbian government 
Indicated it would allow 
access to the area by the 
Internationa] Committee of 
the Red Cross - a demand of 
western governments. But 
the ICRC said it was calling 
its foreign staff back to Bel- 
grade because of death 
threats made against them. 

The Socialist government 
led by Slobodan Milosevic, 
the federal Yugoslav presi- 
dent, called for an "open dia- 
logue” with the ethnic Alba- 
nian leadership. But it also 
made It clear that Kosovo 
would remain part of the 
Serbian republic albeit with 
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guaranteed lights for ethnic 
Albanians. 

Ibrahim Rugova, leader of 
the Democratic League of 
Kosovo, the main party in 
the southern province, said 
he had always been ready 
for dialogue but would- insist 
on a separate state far the 
1.8m ethnic Albanians who 
are 90 per cent of Kosovo's 
population. 

"The only acceptable solu- 
tion for us is an independent 
Kosovo, not some kind of 
autonomy.” Mr Rugova said. 

Kosovo's Albanians voted 
overwhelmingly for indepen- 
dence in 1991 in a referen- 
dum that Belgrade refused 
to recognise. Mr Rugova was 
declared "president” after 
elections the following year. 

The US and European 
Union are pressing both 
sides to agree on the form of 
broad autonomy for Kosovo 
that existed before Mr Milos- 
evic revoked them in 1989. 
Five governments on Mon- 
day gave Mr Milosevic a 10 
day deadline to end the 
police crackdown and start 
dialogue or face further 
sanctions, including the 
freezing of state assets held 
abroad. They also agreed on 
an immediate arms embargo 
on Yugoslavia. 

On Tuesday China blocked 
a United Nations Security 
Council statement on Kos- 
ovo, objecting to UN interfer- 
ence in Yugoslavia's internal 



Burying their deed: Ethnic Afoantans buy the victims of Serb attacks on the vfllage of Prekaz Picture Reuter? 


affairs. Diplomats yesterday 
said the Chinese position, 
could foil the Contact 
Group's efforts to deprive 
the Yugoslav government of 
farther arms. 

Many ethnic Albanians are 
disappointed with the west’a 
response and fear Mr Milos- 
evic will be encouraged to 
widen his operation beyond 
central Kosovo. 


In the village of Prekaz, 25 
milac west of the provincial 
capital Pristina, ethnic Alba- 
nians yesterday exhumed 
tbe bodies of 53 people killed 
last week and then dumped 
by police in graves on Tues- 
day night before all could be 
identified. 

‘ Police watched as men 
laboured in the snow and 
mud to bring the corpses 


back to the surface. 

Mehmet Qulaku, organis- 
ing the grisly task, said tbe 
dead included 16 women, 14 
children and seven men over 
tile age of 65. By mid-after- 
noon there were still 18 uni- 
dentified corpses. State 
media have described all the 
victims as "terrorists". 

One by one the bodies 
were returned to the ground, 


their heads facing towards 
Mecca, according to local 
tradition. The police had 
buried them at random, 
some pointing in the wrong 
direction in coffins used by 
Orthodox Serbs. 

Only a Few relatives of the 
dead were present. Most are 
in hiding. 

Additional reporting by 
Laura Silbcr in New York 


European carmakers offer C0 2 emission cuts 


By Mchael Smith in Brussels 


A team of Spanish experts 
yesterday published recom- 
mendations for changes in 
corporate governance which 
the government described as 
a "substantial step” towards 
American and British Stan- 
dards of disclosure. 

Underlining the shift away 
from the finan trial culture of 
continental Europe, Rodrigo 
Rato, the economy minister, 
said the government had 
decided against regulatory 
changes in existing corpo- 
rate law. It would look 
instead towards that markets 
as the most efficient mecha- 
nism to improve standards 
of transparency and account- 
ability. 

The code of best corporate 
conduct was drawn up by a 
committee appointed by the 
centre-right government last 
year as part of its drive to 
deregulate the domestic 
economy. The recommenda- 
tions are modelled on the 
UK’s 1993 Cadbury report on 
corporate governance. 

The Spanish experts called 
for smaller company boards 
with a strong representation 
of independent directors 
empowered to have full 
access to the company’s 
business activities. They rec- 
ommended that board mem- 
bers should be only moder- 
ately remunerated and that 
non-executive directors 
should be responsible for 
internal auditing. 

The committee’s recom- 
mendations are not manda- 
tory but the stock exchange 
regulator win require listed 
companies to refer to their 
corporate governance stan- 
dards in annual reports. 

The code is a response to 
the growth of Spain’s capital 
markets, fuelled by privati- 
sations, new listings and 
rights issues. International 
institutions, which make 
some 30 per cent of the stock 
market’s capitalisation, have 
lead the demand for greater 
transparency. 


European carmakers have 
offered voluntary cuts in car- 
bon dioxide emissions from 
new vehicles in an attempt 
to stave off the threat of the 
European Union imposing 
more stringent mandatory 
reductions. 

But the manufacturers’ 
commitment to reduce aver- 
age emissions by 25 per cent 
from 1995 levels fells consid- 
erably short of tbe cuts EU 
member states are demand- 


The manufacturers offered 
to cut emissions of carbon 
dioxide to 140 grammes per 
kOometre travelled by 2008 - 
considerably higher than the 
12Gg/km sought by European 
Union nations. Last year the 
EU rejected a car industry 
offer to reduce emissions to 
ISSg/km. 

EU environment ministers 
meet on March 23 to discuss 
their response to the latest 
offer. One option is that 
member countries will 
instruct the European Com- 
mission, the EU executive, to 


draw up proposals for 
tighter limits than the indus- 
try has offered. 

Ritt Bjerregaard, EU envi- 
ronment commissioner, said 
yesterday she could not 
endorse the latest offer, 
made through the European 
Automobile Manufacturers' 
Association (Acea), repre- 
senting 11 leading companies 
including BMW, Volvo, Ren- 
ault and Rolls-Royce. 

"We acknowledge that 
Acea has moved,” she said. 
"I am pleased the European 
car industry is taking its 


environmental responsibili- 
ties seriously. 

“We will study tbe offer 
with an open mind." 

Under Acea’s offer, car 
manufacturers would under- 
take to make available in the 
year 2000 models emitting 
120g/km. The industry body 
also proposed a review In 
2002/2003 to evaluate the 
potential for further reduc- 
tions by 2012. 

The carmakers sought to 
attach conditions to the 
offer. They want assurances 
the EU will not introduce 


“negative measures”, includ- 
ing punitive taxes, against 
diesel-fuelled cars. They also 
want “full availability" of 
improved fuels by 2005. espe- 
cially those with low sul- 
phur contenL 
That is likely to cause fric- 
tion with the petroleum 
industry, which is arguing 
strongly against rails by the 
European parliament for fuel 
with a very low sulphur con- 
tent. The petroleum industry 
says the need for very low 
sulphur fuel has not yet 
been proved. 


Prodi announces 


southern Italy 
development plan 


By James Blitz in Rome 


Romano Prodi. Italy’s prime 
minister, has sealed a new 
initiative to boost the 
southern Italian economy by 
getting some 30 northern 
Italian companies to invest 
In the region. 

To make the Italian econ- 
omy more competitive ahead 
of the country’s entry into a 
European single currency, 
Mr Prodi has persuaded com- 
panies from Treviso and 
Vicenza to invest in Manfre- 
donia under a scheme that 
involves state support. 

The initiative has been 
jointly launched by the gov- 
ernment and Conflndustria, 
the employers’ federation, 
and will initially entail some 
L400bn ($228m) of invest- 
ments, creating 2£00 jobs. 

The accord reached with 
these companies was one of 


the themes of a speech by 
Mr Prodi at a banquet on 
Tuesday night to celebrate 
the first printing of the 
Financial Times in Italy. 

Regional officials believe 
the scheme could create 
some 5.000 jobs in future 
years. Manfredonia, like 
much of the south, has 
unemployment levels reach- 
ing 20 per cent in places 
while northern Italian com- 
panies face an increasing 
shortage of employees. 

The government has 
encouraged companies to 
invest in the region by 
pledging to slash the red 
tape that restricts develop- 
ment, by offering police pro- 
tection against organised 
crime and by offering lim- 
ited financial incentives. 

Elsewhere in his speech, 
Mr Prodi emphasised how a 
series of initiatives to reform 



Moody’s 

Russian 


grading 

attacked 


By Chrystia Freeland in Moscow 
aid Edward Luce hi London 


Romano Prod (toft) with FT chairman David Bell at the launch this 
weak of the newspaper's Milan print site 


Italy's inefficient public sec- 
tor showed how the country 
is gradually “opening up” its 
economy ahead of the final 
decision on entry to a angle 
currency in May. 

Citing a decision taken 
that very day. Mr Prodi said 
his government had decided 
to introduce a big extension 
in museum opening hours 


unrivalled in any other 
European Union state. 

Under the proposal, to be 
implemented next month, 
the 14 most important muse- 
ums in Italy - from the Uff- 
izi in Florence to tbe Palazzo 
ReaJe in Naples - will be 
open to the public 13 hours a 
day and six days a week to 
reduce huge queues. 


Turkey’s ghost hovers at EU banquet 


A meeting on European enlargement is 
not expected to produce early results, 
write David Buchan and John Barham 


Several of the 26 European 
leaders gathered in the 
gilded rooms of London’s 
Lancaster House today may 
wonder why they have 
turned up for a meeting 
largely emptied of immedi- 
ate significance by Turkey’s 
decision to stay away. 

The absent ghost at the 
banquet will be otherwise 
engaged today. Mesut Yil- 
xuaz, Turkey’s prime minis- 
ter will be busy signing 
investment and infrastruc- 
ture deals in Georgia, as part 
of Turkey’s push into the 
Caucasus and central Asia. 

Ironically, when the EU 
decided in Luxembourg last 
December to convene today's 
“European Conference", 

their prime purpose was to 
placate Turkey for being 
excluded from joining 
Cyprus and central Euro- 
pean states negotiating 
entry into their Union. 

But Ankara bridled at the 
inclusion in the Luxembourg 
invitation of a Greek for- 
mula for arbitration of the 
two countries' Aegean dis- 
pute. and at the fact that the 
"accession process” to which 
they are not invited is to be 


separately launched on 
March 30 in Brussels with all 
10 central European appli- 
cants. plus Cyprus, present 

The Brussels meeting was 
initially planned to placate 
those EU members, chiefly 
in Scandinavia, which 
wanted to have all 10 central 
European countries negoti- 
ate entry at the same time. 
After losing this battle they 
pushed for a gathering 
bringing all applicants 
together, without Turkey. 

A succession of messages 
and missions by the British 
presidency of the EU to Ank- 
ara failed to get Turkey to 
change its mind and come to 
Lancaster House. Last week 
Mr YUmaz hit back, taking 

aim not just at Greece but 
also at Germany which be 
accused of seeing EU 
enlargement In terms of 
Lebenstoum in central 
Europe to the exclusion of 
Turkey. 

In advance of today's gath- 
ering. a UK official said “the 
meeting is the message’’, is 
evident lack of confidence 
about the agenda itself. 
Ostensibly, this is to be an 
extension of Mr Blair's 


“people’s Europe” priorities 
- wider European co-opera- 
tion on drugs, environment 
and jobs with a bit of 
regional integration and for- 
eign policy coordination 
thrown in. By chance, Kos- 
ovo will provide leaders with 
a specific crisis to discuss. 

The general expectation is. 
of warm words about the 
historic importance of 
enlargement rather than any 
specific decision that might 
accelerate it. 

But from such an inauspi- 
cious beginning, a worth- 
while institution may 
emerge. The "European Con- 
ference” will be a kind of 
standing body, with foreign 
ministers of the 26 meeting 
this autumn under Austria's 
EU presidency and every 
year thereafter to comple- 
ment their leaders' annual 
summits like today's. 

Leaders of the applicant 
countries have recently been 
invited to regular EU sum- 
mits. but only at the tail 
end.- when all that EU lead- 
ers want is a quick coffee 
and a speedy exit Giving the 
applicants a chance to meet 
EU leaders on equal terms 
would be good, particularly 
for the five east European 
countries who are to Join in 
a "second wave” at some 
later date. Tbe conference 


will also be open to other 
European countries that 
prove their commitment to 
EU Ideals. It could come to 
be a useful holding pen for 
other EU applicants down 
the road - certainly, for Tur- 
key if it changes its mind, 
but perhaps also for a state 
like Croatia and maybe even 
one day Serbia. 

Of more Immediate conse- 
quence, however, is the 
meeting, just before the Lan- 
caster House conclave starts, 
between President Glafkos 
Clerides of Cyprus, Robin 
Cook, the UK foreign secre- 
tary and Hans van den 
Broek, the EU commissioner. 
This is almost the last 
chance for the EU to squeeze 
out of the Greek Cypriots a 
decent offer to include the 
Turkish Cypriots in the 
Cyprus delegation before 
negotiations start on March 
21 . 

If no such offer is forth- 
coming, there have been 
some suggestions, notably 
by France, that the Cyprus 
negotiations should be fro- 
zen just after they start. In 
that event. Greece would 
want to freeze everyone 
else's accession talks. If 
today’s conference serves a 
purpose, it might to remind 
all that enlargement Is too 
serious for such games. 


Economists yesterday 
criticised the derision by 
Moody's Investors Service, 
the US credit rating agency, 
to downgrade Russia's sover- 
eign credit rating by one 
notch to Ba3. 

The move, which follows 
the decision on Tuesday by 
Fitch EBCA. Europe's leading 
credit rating agency, to leave 
Russia's rating unchanged at 
BB-, was controversial. 

“It is a case of once bitten 
twice shy,” said an econo- 
mist at a European invest- 
ment bank. 

“Moody’s received a lot of 
flak for foiling to anticipate 
the crisis in Asia last year so 
it is being extra-cautious 
with Russia." 

Some economists were 
also puzzled about the tim- 
ing of the downgrade after 
what they described as a 
marked improvement in 
Russia’s fiscal situation over 
the last two months and tbe 
stabilisation of the rouble. 

Moody's step comes at a 
particularly inopportune 
moment for the Kremlin. 
which has been trying to 
lure investors back after a 

collapse in the stock market 
late last year, to which the 
Asian crisis contributed. 

In February the govern- 
ment and central bank 
raised Interest rates, slashed 
government spending and 
promised to improve corpo- 
rate governance, hoping to 
restore confidence in the 
economy. 

Moody's said Russia's cre- 
ditworthiness had deterio- 
rated owing to greater inter- 
national investor volatility. 
This had forced domestic 
interest rates higher in Rus- 
sia, increasing the cost of 
servicing its domestic debt 
liabilities. 

The situation was exacer- 
bated by the recent decline 
in international commodity 
prices. Russia relics on the 
export of commodities, par- 
ticularly oil and gas. for 
much of its foreign exchange 
earnings. 

Yesterday’s downgrade 
coincides with Russia's 
plans to launch a roadshow 
next week to market a 
D-Mark denominated bond - 
Us first international sover- 
eign bond since last October. 


NEWS D IGEST 


battery farmin g 


EU to set minimum space 
for chicken cages 


Miramum space 

European Union farmer to WP < ^ a 1>te| 

j, ■fir 

amend Worto Trade Organs 

ray Sm" minimum protection rotes for 
Yesterday s propo»ts ay cages. H backed by member 

Ss k miy'wS apply to new systems tram nrtMugm 
states they inniiarv 2009. Minimum areas In battery 

to all sysr^ns to 800 gq Regulator far 

S? "and ventilation ere also seated inlhepro- 

assis- 

‘rTnadona, P<— <, 

Michael Smith, Brussels 


EUROPEAN BANK 


EBRD still without president 


Charles Frank, acting president of the European Mr for Recon- 
struction and Development, yesterday appealed to the bank’s 
snareholder governments to make an early dedsfon on firs sue- 
cessor 

He said the EBRD appointment was on hoW u ntil Eu ropean 
union member states had appointed the first governor of foe 
European Central Bank, a task which had a higher political prior- 
ity. The EBRD has been without a president since January follow- 
ing the retirement of Jacques de Larostfcre. 

The EBRD announced yesterday that it nearly doubled Its oper- 
anno profits before provisions last year to Ecul 93.8m ($21 0m) 
from Ecu97.3m a year earlier, helped by a big Increase in profits 
from the sale of some of its early equity Investments. 

Steven Kaempfer, vice-president finance, said the bank was 
planning to raise around Ecu3bn in foe international capital mar- 
ket this year, of which it had completed about 10 p er cen t. 

The bank used the strong increase in operating profits to build 
its reserves with provisions almost doubted to Ecul 77. 1m. By the 
end of last year total provisions and reserves amounted to 11 per 
cent of outstanding disbursed loans and equity investments. 
Kevin Done, London 


BANK INQUIRY 


Credit Lyonnais man held 


Jean- Yves Haberer, the former chairman of Credit Lyonnais, was 
taken into custody yesterday for questioning on foe role of the 
bank in a foiled funding venture. 

Mr Haberer, who led Credit Lyonnais into a heavily criticised 
expansion spree in 1988 to 1993, was questioned by police in 
Toulouse at the request of Laurent Nion. the judge in the case. 
Mr Nion told reporters he was investigating the role of the Cr&fit 
Lyonnais branch Attus Finance in propping up a group which 
bought a local food transport firm, Escoulan, and later want 
bankrupt. Mr Haberer may be held for 48 hours before the judge 
decides whether to place him under Investigation and remand or 
release him. 

Credit Lyonnais nearly went bankrupt six years ago and suc- 
cessive rescue packages have cost French taxpayers upwards of 
FFr120bn ($l9bn). Reuters, Toulouse 


NEW SWISS MINISTER 


Pro-EU council strengthened 


Pascal Couchepin, 55, a lawyer who favours closer relations with 
the European Union, has been elected a a member of Switzer- 
land's seven-strong Federal Council or government He replaces 
Jean-Pascal Deiamivaz. 61. Switzerland's longest-serving minis- 
ter. who Is retiring on health grounds. 

Mr Couchepin. a member of the FDP or radical party, has been 
efty president of Martigny since 1984 and a member of parliament 
since to? 9 . He is the first new minister in two and a half years 
ana It has still to be decided whether he will take over Mr Dela- 
muraz’s post as economy minister. 

Since 1959 Switzerland’s four main parties have governed foe 

STHlILf :< r Xdln9 10 a “ ma 9 ic formula- which divides up minlste- 
al °"9 ^ llnes - Mr Couchepln'a election mi 
^^JT e . J PIO ' eu 01 Sovemment. He said recently 
that Switzerland was “too big to play foe role of a second 
Monaco. William Hall, Zurich 
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EUROPE 


Rexrodt hails change in jobless 


By Pater NormaiUn Bom 

The German government 
.forecast yesterday that 
unemployment would fail 
this year by about 200,000 as 
economic growth gathered 
speed to between 2^ and 3 
per cent. 

Sp eaking of a “change in 
trend but not yet a break* 
through". G On ter Rexrodt, 
the economics minister, said 
unemployment In western 
Germany would fall, by 
somewhat more than 100,000 
in the year . to December 
while in the former commu- 
nist east the decline would 
be close to 100,000. 

The minister’s prediction 
implied a decline in Ger- 

German economic indicator * 


many's Jobless total to about 
4-3m by the end of the year 
from last month's near 
record of 4.82m. 

Because of high unemploy- 
ment In January and Febru- 
ary. the average jobless rate 
for all Germany will be little 
changed at 11.5 per cent this 
year and will rise in eastern 
Germany to 19 par cent from 
18.1 per cent in 1997. 

Presenting the govern- 
ment's annual economic 
report, Mr Rexrodt pledged it 
would continue its economic 
policies of stimulating com- 
petition. reducing the role of 
the state, cutting red tape 
and encouraging labour mar- 
ket flexibility and risk capi- 
tal 
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He warned trade unions 
against boosting wages. in 
the belief this would stimu- 
late demand. More jobs 
would be created only if 
wage increases lagged the 
growth of productivity for 
the foreseeable future. 

The minis ter was ultra- 
critical . of the opposition 
Social Democratic party's 
economic policies and its 
plans to repeal government 
measures which had cut 
sickness pay, relaxed job 
protection in small compa- 
nies amd trimmed pensions. 
“The SPD's pseudo-modern 
economic policy would cause 
rising state spending, higher 
social security contributions, 
higher taxes, higher non- 
wage labour costs and fewer 
jobs,” be warned. 

The programme of the 
environmental Green party 
won the “crown of economic 
incompetence 1 *. Green plans 
for a petrol price of DM5 
($2^0) per litre and abandon- 
ment of nuclear energy 
showed the party cared more 
for ideology than employ- 
ment, he declared. 

Mr Rexrodt insisted the 
government's programme of 
structural economic reforms 
was bearing fruit. German 
business had regained com- 
petitiveness and its capacity 
to innovate. 

He predicted an accelera- 
tion of investment in plant 



trend Euro doubts 

raised in Bonn 


Gflntw Rexrodt signals his optimism «ftar presenting the gownmant's economic report Picture Reuters 


and equipment although 
growth would continue to be 
export-led. 

The minister forecast that 
the current account balance 
of payments, which tallies 
trade in goods and services 
and transfers, would shift 
from a DMIObn deficit last 
year to a surplus of between 


DMIObn and DM20bn this 
year, the first since unifica- 
tion in 1990. 

The federal statistics office 
yesterday reported a year-on- 
year cost of living increase 
of LI per cent last month, 
the lowest pan-German infla- 
tion rate since the index 
started in 1991. 


The government expects 
inflat ion to average 15 per 
cent this year after 15 per 
cent in 1997, even though 
April’s planned one percent- 
age point increase in value 
added tax to 16 per cent will 
boost the consumer price 
index by about 05 to 0.4 per- 
centage points. 


By Ralph Atkins bi Boon 

An influential . German 
lobbying association yester- 
day cast serious doubt on 
whether Germany had ful- 
filled the spirit of rules for 
the European single cur- 
rency, the euro. It also called 
into question the eligibility 
of France and Italy. 

The report by the associa- 
tion for the protection of 
German savers - which Is 
supported by leading bank- 
ing and saving associations 
- hi g hli g hted worries within 
the financial community 
about the long-term sustain- 
ability of economic conver- 
gence. It will add to the scep- 
ticism faced by Chancellor 
Helmut Kohl as be seeks to 
win support for the euro. 

“The political signals are 
showing green - but the eco- 
nomic signals are urging 
caution: not all show green, 
some are orange and some 
are even red." said JGrgen 
FOrterer, the association’s 
chairman. Delaying next 
January’s launch of the euro 
or restricting the initia l 
membership to a small 
group were still viable 
options. Assessment of the 
entry criteria must not be 
“pro-forma". 


Despite the progress made 
by European Union states in 
niipnmg their economies, the 
sustainability of public bud- 
get controls demanded by 
the Maastricht treaty “is not 
certain in many countries,” 
Mr Ffirterer argued. In Italy 
and France, the 3 per cent of 

GDP limit set for public defi- 
cits would have been “signif- 
icantly overshot" without 
the special treatment of 
France T&lficom and Italy's 

repayable “Euro-tax". 

In Germany, the deficit 
was kept below 3 per cent 
because of “special factors", 
including an- increase in 
pnrfai security contributions, 
the early repayment of aid 
for the Airbus aerospace pro- 
gramme, and exceptional 
controls on investment 
spending. “Just known 
operations that have bad 
one-off beneficial effects 
to 0.25 per cent of GRIP, 
on a conservative reckon- 
ing,” Mr FOrterer said. 

In addition, Germany’s 
debt last year was above the 
GO per ceit target -advised by 
the Maastricht treaty - and 
not falling. While German 
unification might be the 
cause, it was not “grounds 
far exculpation” because the 
effects would be long term. 


Foreign investors 
line up to buy 
Bulgarian banks 

Theodor Troev in Sofia and Kerin Hope 

in Athens report on the state banks’ 
recovery from a dramatic collapse 


T he collapse of more than 
one-third of Bulgaria’s 
banks in 1996 hit deposi- 
tors’ confidence so hard.that 
many preferred to keep hard 
currency at home in jam 
jars.. Now foreign investors 
are jostling to acquire sev- 
eral of the state-controlled 
banka which . survived the 
crisis. 

Nomura International, the 
European subsidiary ' of . 
Japan’s Nomura Securities, 
is to start negotiations', this 
Tno pfii cm the purchase of 7b 
per cent of Bulgarian. Post 
Bank. Nomura was selected 
as preferred bidder ahead of 
the state-owned National 
Bank of Greece and AIG. the 
US insurance group, which 
was bidding with Eurobank, 
the private Greek bank con- 
trolled by the Latsis ship- 
ping group. 

The government last year 
pledged to sell, off the six 
surviving state banks, which 
control 80 per cent of assets 
in the banking system, by 
the end of 1998. One has 
been disposed of so far the 
United Bulgarian Bank, 
which was acquired by 
Oppenheimer & Co of the 
US, the European Bank fra 1 
Reconstruction and Develop- 
ment and Bulbank, the big- 
gest state bank. 

Bulgarian officials . said 
that Nomura’s business plan 
for Post Bank, which calls 
its eventual flotation, on the 
Sofia stock exchange, fitted 
with the government’s strat- 
egy of creating a broad 
shareholding base for priva- 
tised companies. ■ 

Alex Jurshevski, head at 
investment banking at 
Nomura International, says: 
“We intend to keep the name 
. of post Bank, to enhance its 
commerce banking and cor- 
porate finance operations, 
and use its branch network 
fix- the sale of a variety of 
fjraawwfli jjroducts.” be says. 

“After a few years, we' may 
float on the stock exchange^ . 

Post Bank’s cautio us lend - 
ing policy helped it spot *dve 
shake-out which saw the coi- 
laose of 14 out of Bulgaria s 
36 franks hi 1996. Among 
them were five state-owned 
banks which succumbed 
under the- pressure of loans 
tbev made on political crite- 
ria V inefficient itete indus- 
tries, combined with the 
effect of lax controls on lend- 
ing to Bulgaria’s new entie- 

TS2S.S*' staWUty 
returned with the election 
last April of a pro-market 
^e^ent and the la^ 

in July of a cunrmc L b ^ 
system, which pegs the M- 
earian lev to the p-®™- 
‘ inflation. is down to -aboutl 
per cent a moo* amE«»: 
nomic growth has resumed. 


The Bank Consolidation 


Company, the holding organ 
isation for .the state-owned 
banks, recently agreed a new 
strategy on hank privatisa- 
tion. with the International 
Monetary Fund under the 
terms of a medium-term loan 
package under negotiation 
with the Bulgarian govern 


menti- 

Peter Jotev, BCCs execu- 


tive director, expects foreign 
investors to hid for the 
remaining four banks, , but 
says: “We're not going to sell 
them hastily and at any 
cost ... We can speak of 
keeping , a certain time 
schedule only up to the mar- 
keting phase. Afterwards the 
process is difficult to fore- 
see." 

Last year, prolonged nego- 
tiation failed to achieve the 
sale of Express Bank, a prof- 
itable bank based in the 
Black Sea part of Varna. The 
BCC eventually rejected 

offers from Raiffeisenbank, 

the Austrian hank's Bulgar- 
ian venture, and Daewoo 
Securities of South Korea. . 

Analysts say BCC was con- 
cerned that Daewoo wa s 
more interested in acquiring 
the Varna Shipyards, 
Express Bank's biggest 
debtor, than in running the 
bank. Raiffeisen’s proposal 
to manage the bank before 


unacceptable. 

BCC plans to appoint an 
international adviser to find 
a buyer for Express Bank, as 
wen as for Bulbank, the big- 
gest state bank, and for 
Hebros Bank, a smaller bank 
based in Plovdiv, Bulgaria's 
second largest city. 

Last in line far privatise 
tion is Biochim Bant which 
needs radical restructuring. 
The BCC is keen to find a 
foreign bank willing to pun 
Biochim hack into shape 
under a management con- 
tract before it is offered for 


sale. 

Some analysts doubt 
whether the economy’s 
email size justifies the pres- 
ence of half a dozen foreign 
banks, even if the pace of 

economic transition picks 
up. But if big International 
players are not interested, 
their place may be taken by 

banks based in Greece which 

are keen to expand info the 
Balkans. 

If negotiations between 
Post Bank and Nomura fall 
through. National Bank of 
Greece will be eager to step 
im “We s*** this market as 
very promising, not just for 
supporting Greek investors 
in Bulgaria but for buildmg 
a local deposit base, says a 
^N^ffidaL^ 
don’t succeed in buying Post 
Bank, we’ll be looking for 

another opportunity, 


NO ONE 
EVER GOT 

FIRED 
BUYING 
ROUTER. 


YET 
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in the way that we conduct business means that, if you are connected 


that has become stretched beyond its capabilities. |jfl| perf orman ce from your 
technology is essential to help you meet your business objectives. B^your company 
at the leading edge of technological advances with 3Com's enterprise switching 
solutions, which enables your network' to perform increasingly complex requirements, 
giving you an edge over your competition. Q to date information on ail 3Com 
technology solutions can be yours - just get your IT specialist to visit our web site at 

www.muchfasterthanrouters.3com.com • 
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US urged 
to pay 
$1.3bn in 
UN dues 


Israeli privatisation turns into a family affair 

A Uiehai; i 


Tliepaceafprtwfeafion 


A handful of privately controlled companies has 
bought state enterprises - to the chagrin of 
antitrust authorities, writes Judy Dempsey 


By Laura Steer at the United 
Nations In New York 


Kofi Annan, United Nations 
secretary general, yesterday 
urged President Bill Clinton 
to persuade Congress to pay 
the $1.3bn In dues it awes 
the cash-strapped world 
body. 

In meetings with Mr Clin- 
ton. Madeleine Albright, sec- 
retary of state. Samuel Ber- 
ger, national security 
adviser, and William Cohen, 
secretary of defence, the 
world's top diplomat also 
defended the accord he 
struck last month in Bagh- 
dad to win UN inspectors 
access to suspected weapons 
sites, and outlined plans for 
future Inspections. 

Mr Clinton yesterday 
endorsed the deal Mr Annan 
reached with President Sad- 
dam Hussein of Iraq. 

Mr Annan was due to meet 
Jesse Helms, conservative 
Republican senator, and 
Joseph Biden, his democratic 
counterpart, who last year 
won Senate approval for a 
*926 m package for the UN if 
it met a series of conditions, 
including reducing the 
amount the US is supposed 
to pay from 25 per cent of' 
the budget to the 22 per cent 

But Republican leaders in 
the House of Representatives ( 
yesterday reiterated that 
they would again block UN 
funding unless the organise- ' 
tion agreed not to support 
abortion in any of its 
operations. 

Mr Annan was accompan- l 
ied on his two-day trip to 
Washington by Joseph 
Connor, chief UN financial ' 
officer and former chief exec- 
utive officer of Price Water 
house, who on Tuesday 
warned the US was in dan- 
ger of losing its voting rights 
in the General Assembly if it 
did not pay a large port of its 
arrears. According to the UN 
charter, said Mr Connor, 
member states lose their vot- 
ing rights “if the amount of 
its arrears equals or exceeds 
the amount of the contribu- 
tions due from it for the pre- 
ceding two full years"" 


E liyahu Promencbko 
arrived in Israel in 
1933, and did what he 
i did in his native Russia: he 
I made sweets. The Weil fam- 
ily set up business in 1&2. 
and did what it knew best; it 
made salty products. 

But since the market was 
small and business was 
tough, the Elite confection- 
ery company and the Osem 
salty foods group made a 
tacit agreement. Neither 
would encroach on the oth- 
er's market There would be 
one confectionery and one 
salty foods producer. And no 
competition. 

And so It was untti the 
early 1990s when foreign 
investors started entering 
the Israeli market. 

Nestle, the Swiss confec- 
tionary group, bought a 40 
per cent stake in Osem. The 
range of products expanded. 


The consumer bad more 
choice. And competition 
ended the comfortable pact 

But if foreign, investors 
have helped create competi- 
tion in Israel’s food industry, 
the same cannot be said 
about the government's pri- 
vatisation programme. 

If anything, privatisation 
has instead led to a greater 
concentration of the econ- 
omy with a handful of fami- 
lies or holding companies 
reaping the benefits of gov- 
ernment sell-ofis. 

“The sale of government 
holdings has not been done 
through public offerings but 
rather through sales to pri- 
vate individuals. It has not 
created wide ownership. It 
has led to more concentra- 
tion of the economy,” said 
David Tadmor. bead of the 
antitrust authority. 

It was an unwitting deci- 


sion by the former Labour 
government to have the larg- 
est banks divest their non- 
banking holdings that 
speeded up the concentra- 
tion of the economy into 
fewer hands. 

Bank Hapoalim, the larg- 
est bank whose assets equal 
8 per cent of gross domestic 
product was obliged to hive 
off its majority stakes in 
Koor Industries and Clal. 
two giant conglomerates. 
But instead of issuing a pub- 
lic offering, the companies 
were sold to single owners. 

The Recaoati family, 
which has interests in bank- 
ing, real estate, electronics 
and industry, acquired con- 
trol of Clal. IDB Discount 
Investment Corporation, 
another Recanati conglomer- 
ate. was joined with Clal, in 
one of the country's largest 
mergers. 

Koor Industries, one of the 
first non-high tech Israeli 
companies to be listed on the 
New York Stock Exchange, 
recently went the same way. 


Late last year. Canada's 
Bronfman family, through 
Claridge Israel, its invest- 
ment arm. acquired the con- 
trolling stake- in Koor. 
enabling it to merge all its 
interests in Israel. 

Benjamin Netanyahu's 
government could have bro- 
ken this cycle of family own- 
ership by making Bank 
Hapoalim a model for wide 
public share ownership. 
Instead, it sold its control- 
ling stake to a consortium 
headed by the Danker family 
and Ted Arisou. a US/lsraeli 
billionaire with substantial 
interests in Israel. That sale 
allowed the Arison group to 
merge its holdings in Israel. 

Further government sell- 
offs tended to follow the 
same pattern. Its stake in 
Israel Chemicals was sold to 
the Eisenberg family which 
controls the Israel Corpora- 
tion, a holding company 
with interests spanning ship- 
ping, real estate, chemicals 
and financial services. The 
government last year earned 


Shfc&shn iS-' «» l' malJ 
nation rm-ipis 

But its privatisation p , *l- 
icy. while welcomed In econ 
■musts lor rerlucm? state 
inti-rferenco in the economy, 
has been criticised for its 
failure to create more wm- 
petition ami widen shnro 

ownership. 

“The state policy of liber 
alisntion seems lo have led 

lu th' 1 strengthening r, f the 
economic power ol business 
groups and enhancing the 
level nf concent ration. It has 
done little for mmpetiiion.'' 
said Daniel Maman. a sociol- 
ogist specialising in business 
groups at the Hebrew Uni- 
versity He and officials in 
the antitrust authority also 
believe the eonnomic power 
of these families has been 
further strengthened by 
partnerships among the 
groups, usually through a 
complex system of cross- 
holdings which further 
inhibits competition. 

For example. Koor and 
Clal each holds a 50 per cent 


m Masbav. a holding 

group with subsidiaries m 

cement, fuel, road haulage 
ami real estate which over 
the years has create* 

monopoly, particularly 
the cement sector. 

Bui in one respect the tide 
bo slowly turning 
aainst Israel s family com- 

puuiea Which argue that 
mergers give them the size 
and financial clout to com- 
pete internationally- Mr T** 
m„r. anxious to open up the 

economy to competition is 
chisollmg away at cross- 
holdings. 

He recently proved tnat 
Masha v is a non-competitive 
arrangement, insisting its 
jnint ownership by Koor and 
Clal end within three years. 
Hi- has breached the credit 
card monopoly dominated by 
Hapoalim. Batik Leuffll. and 
Israel Discount Bank fin 
which the Recanati family 
holds a 13 per cent stake). 

And if he cannot reshape 
the government's privatisa- 
tion policy, he wants holding 
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companies and their subsid- 
iaries to compete with each 
other instead of price fixing. 
Tadiran and Tetrad, subsid- 
iaries of Koor. were recently 
investigated for allegedly fix- 
ing prices when they sold 
equipment to Bezeq, the 
state-controlled telecommu- 
nications company. 

“The antitrust authority 
seems to be doing a good 
job." said Keith Phillips, ana- 
lyst at SG Securities. “It is 
creating internal competi- 
tion and it is making compa- 
nies more focused.” 



South African 


maintain tight 


promises to 
fiscal target 


By Vidor Mallet 
in Johannesburg 


Palestinian demon s tr a tor s luat stones at IsraeS troops yesterday as protests spread across the West 
Bank alter three Palestinians were shot dead by Israefi troops at a checkpoint on Tuesday night 
Mqjor General Lfzi Dayan, the commander of the West Bank, said he did not believe the dead men had 
any “violent intent" and promised a tufl invest iga tion. He said the soldiers “felt their fives were 
threatened”. Picture Reuters 


The South African 
government committed itself 
yesterday to m aintainin g its 
tight fiscal targets for the 
1998/99 financial year and 
beyond, when Trevor Man- 
uel. the finance minister, 
unveiled his budget in par- 
liament 

There were “no short 
cuts” to developing the coun- 
try. he said in a speech 
mainly in English but 
including passages in Afri- 
kaans. Zulu and Xhosa. 

Mr Manuel and the Afri- 
can National Congress-led 
government are determined 
to enforce the fiscal disci- 
pline demanded by investors 
and foreign creditors. 

However, they have been 
criticised by their trade 
union allies for failing to 
pursue expansionary eco- 
nomic policies to promote 
growth and create jobs. 


On Monday, ihe Congress 
of South African Trade 
Unions, demanding a 
“people’s budget", said it 
was withdrawing its MPs 
from parliamentary hearings 
on the budget because its 
views were “ignored". 

But Mr Manuel did have 
one surprise to help the 
unemployed, announcing a 
windfall tax on those who 
receive shares in the San lam 
and Old Mutual life assur- 
ance groups when they con- 
vert from mutual societies 
into listed companies. 

The tax. based on 2.5 per 
cent of the free reserves of 
the mutuals, could raise 
more than Rlbn ($204m) for 
a new job creation fund. 

Mr Manuel said expendi- 
ture for the year beginning 
April 1 would rise to R20lbn. 
6.4 per cent up on the 
revised estimates for 1997/9S. 

He put next year’s budget 
deficit at 3.5 per cent of 
gross domestic product - 


compared with 4.3 per cent 
in the current year - and 
said the deficit would fall to 
3 per cent in the two subse- 
quent years. 

This was the first occasion 
on which the government 
has made three-year fore- 
casts. 

As expected, Mr Manuei 
announced a further easing 
of exchange controls affect- 
ing South African companies 
and individuals. 

Corporations can now 
transfer up to R250m for pro- 
jects in southern Africa, five 
times as much as before, 
while the limit for overseas 
projects rises to R 50m from 
R30m. Individuals can invest 
R -moon offshore, double the 
previous limit, but they 
must obtain a clearance cer- 
tificate from the tax authori- 
ties. 

Mr Manuel eased personal 
taxation by announcing new 
tax brackets, but imposed 
higher levies on fuel. 


tobacco and alcohol, increas- 
ing taxes on benefits such as 
medical aid schemes and 
retirement funds. 

On the expenditure side, 
the government continues to 
increase spending on educa- 
tion and health while limit- 
ing the outlay on defence. 
“We are continuing’ to give 
increasing priority to social 
transformation." Mr Manuel 
said. 

Most opposition parties 
welcomed the government's 
commitment ' to fiscal disci- 
pline. but both the National 
Party and the Democratic 
Party said the budget lacked 
imaginative steps to enhance 
economic growth or create 
jobs. 

Mr Manuel predicted that 
South Africa’s real gross 
domestic product would 
grow by 1.7 per cent in the 
current year, by 3 per cent in 
1998/99. and at a rate of 4 per 
cent or more annually there- 
after. 


ASIA-PACIFIC 


Japan surplus 

underlines 

weakness 


HK finance chief sees markets ‘stabilising’ 


By John Ridding in Hong Kong 


By Paul Abrahams in Tokyo 


Japan’s politically sensitive 
trade surplus more than dou- 
bled in January, underlining 
the weakness of the econ- 
omy and increasing pressure 
on the government to take 
effective measures to boost 
domestic demand. 

The ruling Liberal Demo- 
cratic party is currently con- 
sidering its fifth package of 
measures in six months to 
help the economy. 

The trade surplus rose 137 
per cent year-on-year to 
Y538bn ($4.3bnj thanks to 
continued export growth and 
weak imparts. Exports 
increased 7.6 per cent to 
Y3.736bn. while imports 
actually fell 1.4 per cent to 
Y3.197bn. 

Japan's current account 
surplus, the broadest mea- 
sure of trade in goods and 
services - including income 
from foreign sources and for- 
eign obligations payable - 
more than trebled, up 212 
per cent at Y476bn. January 
was the 10th month of dou- 
ble digit growth. 

However, the rise in the 
surplus was below expecta- 
tions. This was primarily 
because exports to Asia 
began falling in January, fol- 
lowing the fj p^iyi 9 ! and eco- 
nomic crises in region. Peter 
Morgan, senior economist at 
HSBC in Tokyo, said the 
slowdown in Asia could 
mean the surplus was begin- 
ning to peak out 


A slowdown in exports 
caused by the Asian eco- 
nomic crisis could badly 
hurt Japan's stuttering econ- 
omy, which has been 
depending on exports to off- 
set weak domestic demand. 

Hikaru Matsunaga. 
finance minister, yesterday 
admitted the Japanese econ- 
omy was stagnant. “It is in a 
very severe situation." he 
conceded. The poor state of 
the economy - and expecta- 
tions of low inflation - 
helped push the yield on the 
162nd 10-year benchmark 
bond to a record low for the 
second consecutive day, dip- 
ping to just 1.5 per cent, 
before closing at 1.51 per 
cent. 

Weak domestic demand 
has started to hit corporate 
profits. Nikko Research, the 
Japanese broker, believes 
that among the top 500 non- 
flnancial companies, pre-tax 
profits, excluding exception- 
al, will fall 0.5 per cent in 
the fiscal year ending tins 
month. This would be tbe 
first contraction in four 
years. 

The corporate malaise 
appears to be broad-based. A 
survey of nearly 11.000 non- 
financial companies con- 
ducted by the ministry of 
finance and published yes- 
terday showed that profits 
fell 9 per cent in tbe fourth 
quarter last year. For the 
financial year ending this 
month, profits were expected 
to fall 11.8 per cent. 


Hong Kong’s property and 
, stock markets are stabilising 
! after a swift and sharp 
adjustment and there has 
been- little damage to the ter- 
ritory’s financial system, 
Joseph Yam, head of the 
Hong Kong Monetary 
Authority, said yesterday. 

However, the head of the 
HKMA warned that contin- 
ued stability would depend 
on defence of the territory’s 
exchange rate mechanism. 
“If the Hong Kong dollar’s 
fixed link with the US dollar 
were to be broken, the likeli- 
hood of yet another shock- 
wave of gigantic dimensions 
sweeping across financial 
markets worldwide cannot 
be dismissed," he said. 

In a robust defence of the 
exchange rate mechanism. 


Mr Yam said the currency 
board had insulated Hong 
Kong from the region’s com- 
petitive devaluations. While 
interest rates have climbed. 
Mr Yam said economic pros- 
pects remain brighter than 
elsewhere in the region. 

Mr Yam warned, however, 
that Hong Kong's exchange 
rate mechanism might not 
be suitable elsewhere in the 
region. Tbe issue has been 
the subject of intense debate, 
fuelled by Indonesia 'r pro- 
posal to establish a currency 
board to bolster its currency 
and strong opposition to the 
plan by the International 
Monetary Fund. 

“A currency board is not a 
panacea for financial ills," 
said Mr Yam. "It imposes 
very strict disciplines oo the 
financial system and on 
those controlling the purse 


strings of the economies con- 
cerned." 

Willingness to sacrifice 
control of monetary policy, 
fiscal discipline and solvent 
private sector companies are 
additional requirements, 
said Mr Yam. 

The rise of interest rates 
in Hong Kong in response to 
fears about tbe currency and 
the emergence of a regional 
risk premium have prompted 
calls to review the operation 
of the mechanism. Academ- 
ics, businessmen and bank- 
ers have suggested tbe cre- 
ation of derivative 
productions, such as Hong 
Kong dollar put options at 
the peg rate of HK$7.80 to 
the US dollar, to underline 
the authorities' commitment 
to the exchange rate. 

“1 doubt very much 
whether this would be a 


demonstration of confi- 
dence.” said Mr Yam. “It 
could be seen as a lack of 
resolve to defend the cur- 
rency and bear the neces- 
sary interest rate pain.” 
Keeping interest rates low 
when there is a capital out- 
flow could provide funds for 
speculators, he added, while 
the introduction of tives 
could lead to “an uncontrol- 
lable commitment of foreign 
reserves." 

Economists have warned 
that the persistence of high 
interest rates threatens seri- 
ous damage to the property 
and banking sectors. “If 
interest rates don’t come 
down significantly in the 
next three to six months we 
expect to see a snowballing 
of economic troubles." said 
Dong Tao, economist at 
Credit Suisse First Boston. 


Maiden bond live times subscribed 


Tbe Hong Kong Mortgage 
Corporation’s maiden bond 
issue was more than five times 
subscribed, the Corporation 
said yesterday, writes Louise 
Lucas in Hong Kong. 

The three-year notes carried a 
coupon of 8 per cent and raised 
HKS500m ($64.5m). 

The issue is the first tranche 
of a HK$20bn note issuance 
programme. 

The Corporation was set up 
last year to purchase mortgage 
loans from banks and 
repackage them as 
mortgage-backed securities to 
sell on to investors. 

By securitising mortgages in 
this way. the government hopes 
to increase liquidity and help 
stimulate a deeper debt market. 


Pricing was described by 
bankers as tight. The annualised 
yield is 8.43 per cent, or about 
52 basis points above 
comparable Exchange Fund 
Notes issued by the 
government. 

“There is certainly a strong 
market appetite for fixed rate 
paper Issued by the HKMC," 
said Peter Pang, chief executive 
officer of the HKMC. 

“The narrow spread between 
the yield of our paper and that 
of the Exchange Fund Notes 
clearly demonstrates the high 
credit standing of the HKMC," 
he said. 

The Corporation has 
purchased HK$l.65bn worth of 
mortgages from banks since Its 
inception. 


Indonesia to try for 
new accord with IMF 


Australia nearer native 
land title showdown 


By Sander Tboenes and Peter 
Moots pron in Jakarta 


Japanese trade balance 
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Indonesia is to send a team 
of officials to Washington 
next week to try to reach a 
new agreement with the 
International Monetary 
Fund that would allow dis- 
bursements to resume on its 
SlObn loan to tbe govern- 
ment of President Suharto. 

The move comes amid 
signs that both sides are try- 
ing to find a way out of the 
impasse that developed last 
week when the IMF said it 
was witholding disburse- 
ment and Mr Suharto 
accused it of trying (o force 
reforms on Indonesia that 
were unconstitutional. 

The stand-off has also held 

up loans from tbe World 
Bank and the Asian Develop- 
ment Bank. 

Early indications of the 
cabinet to be appointed after 
Mr Suharto's inauguration 
for a seventh term yesterday 
suggest the new administra- 
tion will be loaded with min- 
isters close to his family, 
and economic nationalists 
unlikely to deliver quickly 
the kind of reforms tbe IMF 
seeks. 

Speaking on television yes- 


terday. Stanley Fischer. IMF 
deputy managing director, 
said the Fund was willing to 
be flexible on budget and 
monetary policy and would 
look sympathetically on 
imports of food at cheap 
prices to help alleviate social 
problems. 

“If preconditions were in 
place, namely that they 
[Indonesia i fixed ihe hank- 
ing problems, one could sue 
a currency board working 
somewhere down the road." 
he said in on apparent ges- 
ture of conciliation. 

Arguments over the suit- 
ability of a currency board 
system to pep the rupiah 
exchange rate have been at 
the root of recent rows 
between the IMF and Mr 
Suharto. 

But economists in Jakarta 

say Ihe likely appointment 
of Fuad Bawaaier, deputy 
secretary -genera I of the 
National Economic and Mon- 
etary Resilience Council, as 
the new finance minister, 
suggests progress with the 
IMF couW be slow. 

“The IMF reform policy- 
will never be delivered," said 
Laksamnna Sukarril, an 
opposition economist. “If the 
Indonesian government 


delivers the reform, it means 
dismantling all the economic 
privileges the elite and the 
president's family have been 
enjoying for 30 years." 

Indications are that the 
new cabinet wilt include 
both Siti Hardiynnti Ruk- 
nxxna. the president's eldest 
daughter as minister of 
social affairs as well as Bob 
Hasan, a close business asso- 
ciate whose plywood cartel 
had been targeted by the 
IMF. as minister of trade and 
industry. 

The cabinet list has proved 
disappointing to supporters 
of B.J. Habibie, the now 
vice-president, especially 
among the ICM1 group of 
moderate Moslems from 
whom Mr Habibie draws 
much of his support. 

Some 10.000 students dem- 
onstrated in the streets of 
Yogyakarta. Indonesia's for- 
mer capita), yesterday . The 
army did not intervene even 
when the students burned 
an effigy of Mr Suharto just 
hours after the inauguration 
ceremony. But the president 
has made it plain he intends 
to serve out his full five-year 
term. 


By Gwen Robinson in Sydney 


Editorial Comment. Page 11 


Australia yesterday moved 
closer to a parliamentary 
showdown over native land 
title legislation and a possi- 
ble early election, after the 
government’s native title 
amendment bill passed! the 
lower house. 

The legislation, opposed 
by aboriginal groups, is to be 
re-submitted to the Senate, 
the upper house, this month. 
But the government’s refusal 
to modify its proposals has 
set the stage for a repeat of 
the process which led last 
December to the present 
impasse, when the Senate 
heavily amended the govern- 
ment's proposals. 

The government of John 
Howard first introduced the 
bill in efforts to water down 
native title rights set out in 
an earlier High Court ruling. 
Tbe court’s "Wik ruling” 
found native title and pasto- 
ral leases could co-exist, and 
paved the way for fresh 
Claims by aboriginal groups 
to pastoral and other land. 

Debate has since been bog- 
ged down by feuding 
between mining interests, 
pastorulists, politicians and 
aboriginal groups about the 


impact of native title claims 
on land use and owner- 
ship. 

The Senate, where inde- 
pendents hold the balance 
and are likely to side with 
the opposition Labor party 
is almost certain to amend 
the fail! a second time or 
reject it. 

If the government again 
finds the amendments unac- 
ceptable. the failed bill 
would serve as the trigger 
for a double dissolution of 
parliament and an early elec- 

Critics have warned thi« 

would lead Australia into !a 

race election”, where native 
titie would become the cen- 
tral issue. 

Kira Beazley, opposition 
leader, Urged Mr Howard to 
compromise on the Wik pro- 

posais and said the prf^ 

minister risked turning A u^ 
fraha s image into that of^ 
backward-looking nation iff 
at ease with itself". 

"If an election is called o n 
Wik f native title legislation! 
wc can hardly begin to imatr 

Sla^hTrri beCOIMOfA ^- 
tralias hard-won reputation 

for decency, tolerance and 

x" respwt ' * SLSS 


The battle over the pro- 
posed legislation int ensifi ed 
after an attack by the pre- 
mier of Queensland on plans 
by an aboriginal group to 
lodge the first native title 
claim in Brisbane. Rob Bor- 

j state premier, 
descr *bed the claim, which 
covered most of Brisbane, as 
land rights madness. We 
are getting one claim a day 
and people have had 
enough." 

Adding to the confusion 
ave been mixed signals 
pom aboriginal and political 
leaders about the possibility 
ox compromise over the 
native title bill. But govern- 
ment leaders rejected any 
^ suggestion and urged 
\ e Labor opposition to back 

Snts° n ltS Serjate 

T,^K S , pokesman ror the 
™-bal people, the aborigi- 
° al jfoup which will lodge 

SfuS???* cIaim with toe 

National Native Title Tribu- 

bhW* Week ’ said ^ Bor- 

2BV attack was “mis- 
fftuded and wrong". 

Brisbaoe s original 
inhabitants, the group 

infTno^ want ®^ to gain more 
influence over the city's 
Planning, it ^ CKy 
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THE AMERICAS 


I.ORS ^ A RM S CONTRO L EXPERTS CRmCISE FAILURE TO -IMPLEMENT US-RUSSIAN DISPOSAL PLAN 

Plutonium accord delay ‘raises risks’ 


By Bruce Ctaric in Washington 


The danger of nuclear 
weapon-making material 
felling into the wrong hands 
is being worsened by delays 
in implementing a US-Rus- 
sian disposal plan. US legis- 
lators and arms control 
experts said yesterday. 

There is no concrete 
scheme for the US and Rus- 
sia to fulfil a pledge made in 
1994 to neutralise tonnes of 
plutonium, according to a 
report by the Center for 
Strategic and International 
Studies, presented by Sena- 
tor Pete Domenici and Con- 
gressman Lindsey Graham. 

“Delays in the US pro- 


gramme for disposing of sur- 
plus weapons plutonium are 
stalling a similar effort in 
Russia," the legislators 
reported. This was “increas- 
ing the chances that nuclear 
material could be acquired 
by rogue nations or terror- 
ists". 

Since the collapse of the 
Soviet Union, the US admin- 
istration has made a commit- 
ment to deal urgently with 
the huge stocks of uranium 
and bomb-grade plutonium 
building up in Russia as 
nuclear weapons are disman- 
tled. 

But controversy has 
dogged a US programme to 
buy 500 tonnes of Russian 


bomb-grade uranium - 
equivalent to 25.000 times 
the amount used to destroy 
Hiroshima - and the issue of 
plutonium has proved even 
harder to resolve because its 
use in civil nuclear power is 
less commercially viable. 

The us administration in 
January 1997 announced a 
policy for dealing with its 
own plutonium, in the hope 
of spurring Russia to act fas- 
ter. The policy Involved a 
mixture of the two available 
options: using it to make 
reactor fuel and immobilis- 
ing it in ceramic form. 

But nearly 15 months later 
the US Energy Department, 
which is responsible for 


nuclear materials, has made 
no commitment on how 
much plutonium it is pre- 
pared to process by either 
method, yesterday’s report 
noted. 

“The US and Russia are 
moving too slowly in their 
efforts," Its main author 
said. “The problem is becom- 
ing particularly acute in 
Russia, where security or 
nuclear weapons materials is 
a growing concern." 

Russia favours using plu- 
tonium to make “mixed 
oxide" reactor fuel, while the 
US is only a reluctant con- 
vert to that option. Moscow' 
also suspects that immobilis- 
ing plutonium may be a 


reversible process. But the 
US hoped its compromise 
decision of January 1997 
would galv anis e Russian 
efforts. 

The row about plutonium 
disposal follows intense 
arguments within the 
administration over how to 
implement the landmark 
agreement- struck in 1992 
under which the US agreed 
to pay $12bn for reprocessed 
uranium from R ussia 

The US Enrichment Corpo- 
ration, the agency designed 
to buy the Russian uranium 
and sell it on for commercial 
nuclear power, is to be priva- 
tised later this year. Critics 
have alleged that, as a pri- 


vate entity. USEC wlD have 
an interest in minimising 
the amount of uranium it 
buys from Russia and the 
price it pays, because those 
purchases compete with its 
uranium business from other 
sources. They allege that on 
one occasion USEC turned 
down a Russian offer to 
accelerate uranium sales. 

But USEC has rejected this 
argument, saying it is com- 
mitted. to fulfilling the US- 
Russian agreement and has 
a stake in proving that it 
remains qualified to act as 
monopoly buyer. 

Hopes for science links. 
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Online media face 


Southern California 


heavy job losses 


at risk from growth 


By Hcbotas Denton 
la San Francisco 


The online media industry, 
which mushroomed durin g 
the internet boom that 
began in 1993, faces wide- 
spread job losses as compa- 
nies try to bring costs down 
in line with poorer-than-ex- 
pected advertising revenues. 

In the past month, groups 
including Microsoft, America 
Online and some of the larg- 
est US newspapers have 
either cut back cm staff or 
closed their online media 
ventures entirely to stem 
losses. Analysts expect the 
cuts to spread. 

In the latest retrenchment, 
Gannett, Hearst, the New 
York Times, the Washington 
Post and five other media 
groups decided this week to 
shut New Century Network, 
the organisation they set up 
three years ago to co-ordi- 
nate their onlin e efforts and 
act as a showcase for online 
news. 

It was hampered by its 
complicated ownership, and 
its site attracted a tiny frac- 
tion of the viewers claimed 
by other super ntwi such as 
Yahoo! and Excite. . 

Also this week. Ward, one 
of the first and most innova- of 


tive of the electronic 
“(magajzines'' made possible 
by the elimination of print- 
ing and postage costs in 
distributing content over the 
internet, was closed down 
along with its sister publica- 
tion Charged. 

Microsoft, expanding out 
of its core business of per- 
sonal computer software 
into media and services, 
recently sacked 30-40 
employees at Sidewalk, its 
collection of local informa- 
tion sites which compete 
directly with local newspa- 
pers. 

The software company, 
which has come under criti- 
cism for using the PC gate- 
way to the internet to funnel 
users to its media properties, 
also cot online shows on its 
online Microsoft Network, 
such as @WaterC3ooler and 
Manny's Kitchen, at the cost 
of 40 jobs. • 

America Online, a big ser- 
vice which has rarely experi- 
enced positive cashflow,, last 
month sacked or redeployed 
80 staff with its Digital City 
online guides and 50 at its 
Entertainment Asylum 
show, as It decided to buy in 
more content hum outside. 

Ventures, the Mble 
irly internet,- began 


the latest round of cuts 
when it dismissed 20 per 
cent of the staff of Wired 
Digital. 

Forrester Research, the 
market research company, 
estimates the cost of the 
average-content site has 
risen more than 300 per cent 
in the past two years to 
$3.lm. and will double again 
by the year 2000. 

At the same time, while 
online raIp^ by re tailer s such 
as Amazon.com and Onsale 
are booming a »n driving up 
the market capitalisation of 
internet stocks, advertisers 
have growing doubts about 
the value of internet '“ban- 
ner" ads in building brand 
awareness. 

Simba Information esti- 
mates web advertising reve- 
nues were $l70m in the third 
quarter of 1997, more than 
triple the level of a year ear- 
lier but below expectations 
of optimistic forecasters and 
insufficient to support media 
sites. 

Tribune. Knight-Ridder 
and the New York Times 
lost a combined $60m on 
their online ventures last 
year, according to a survey 
by Editor & Publisher maga- 
zine. 


By Christopher Parkas 
io Los Angeles 

Economic growth and urban 
sprawl are threatening 
southern California's weak- 
ened infrastructure and put- 
ting increasing numbers of 
the region's 20m inhabitants 
at risk from natural disas- 
ters. 

Although it is recovering 
strongly from recession, the 
area has been changed for- 
ever by the economic shocks 
of the early 1990e and their 
aftermath, according to an 
interdisciplinary study by 
the University of Southern 
California. 

“We are at a pivotal 
moment when growth is for- 
cing ns to face constraints in 
housing, infrastructure and 
our natural environment.” 
said Michael Dear, the 
report's lead editor. 

In Los Angeles County, 
the most densely populated 
area, the share of public 
funds dedicated to infra- 
structure was shrinking, and 
although almost 80 per cent 
of spending in thin area was 
going to waste-water treat- 
ment, the system still failed 
to meet demand. 

The ratio of police to citi- 
I zens bad slid from 1:390 in 


1990 to 1:460, the authors 
said. 

Los Angeles needed 50 per 
cent more fire stations and 
44 new schools. 

In the five-county region 
overall they found that, of 13 
aspects of life, only three 
were improving. Infrastruc- 
ture, welfare reform, risk 
from natural hazards and 
the incidence of hate crimes 
were worsening. 

Earthquakes, wildfire, 
floods and landslides repre- 
sented a “formidable array” 
of dangers too often under- 
estimated by residents mov- 
ing out of the main popula- 
tion centres, according to 
Douglas Sherman, a geogra- 
phy professor, in his contri- 
bution to the 1998 Atlas of 
Southern California. 

He estimated that a magni- 
tude 7 earthquake on the 
Newport-Inglewood fault 
today could kill up to 10,000 
people, while a shock of sim- 
ilar size in 1962 caused only 
12 deaths. 

Risks from fire and slope 
failures - both severe prob- 
lems in the past year - 
would increase as develop- 
ment continued to sprawl 
into the mountain fringes. 

The study also uncovered 
substantial demographic 


shifts and associated 
changes in personal eco- 
nomic circumstances during 
the “roller-coaster” boom- 
and-bust ride between 1985 
and 1995. 

By the end of the recession 
the median household 
income in LA County was 19 
per cent lower than at the 
start of the boom. The pro- 
portion of higher-income 
households (those with dou- 
ble the median income) fell 
from 18 per cent to 13 per 
cent. Home ownership rates 
fell from 45 per cent to 45 per 
cent. 

The county’s population 
grew by more than HftflOO 
households during the 
period despite the exodus of 
famnipg fleeing recession - 
and whites ceased to com- 
prise the majority. 

An estimated 313JXX) white 
households moved out and 
324,000 Latino families 
moved in. increasing strains 
on the rental housing stock 
- overcrowding rates rose 
from 12 per cent to 17 per 
cent during the decade. 

• A moderate earthquake 
with a magnitude of 4.5 
struck Southern California 
early yesterday morning. It 
woke residents but there 
woe no reports of injuries. 


NEWS DIGEST 


VENEZUELAN CORRUPTION 

Judges ‘took bribes to 
favour drug traffickers’ 

Venezuela's anti-narcotica chief has alleged that 10 judges 
accepted bribes In e xc h a nge for rulings In favour of drug traffick- 
ers, m the government's boktest attack yet on corruption In the 
juddary. 

“Unfortunately the judicial system In Venezuela has been con- 
verted Into a machinery of corruption and trafficking of interests," 
Carlos Tabiante. the anti-narcotics chief, said In an interview. 
'These are not isolated cases." 

He said the heads at drug rings were regularly let off the hook 
by such judges, while drag peddlers and small traffickers were 
sent to jaB without trial. 

-They are not judges, they are delinquents,'' said Mr Tabiante. 
who called on the attorney-genera) to investigate the cases. 

Venezuela's Judiciary Is plagued by corruption and inefficiency 
and, according to opinion ports, about 75 per cent of the popula- 
tion distrusts the system. Raymond Cofltt, Caracas 


IMF FUNDING 

Clinton warns on abortion 

President Bfll Clinton yesterday warned that he would veto the 
new funding needed by the International Monetary Fund for future 
bailouts, if Republicans added on an anti-abortion provision. 

Mr Clinton has asked for $17.9bn for the US contribution to the 
IMF but his announcement yesterday may put it at risk. 

The amendment would ban US funding to private or muttflatera) 
institutions that try to lobby for pro-abortion legislation overseas. 

Bob Livingston, the Republcan chairman of the House appropria- 
tions committee, said he would attach the provision because 
"there’s no reason for the US to be engaged in that policy." 

The White House spokesman, Mike McCurry, said the amend- 
ment would be no more acceptable this year than it was in 1997. 

At the end of the last Congress. Republicans attached It to an 
IMF and United Nations funding request, which Mr Clinton 
refused to sign. 

The White House has warned Republicans that they would 
undermine worldwide efforts If they put the IMF legislation in 
jeopardy. Other countries will not provide their own shares if the _ - 
US contribution is not approved. Without the funding, the IMF wifi \ 
not be able to act in future crises. Nancy Dunne, Washington 


PASSIVE SMOKING 

Boston mass lawsuit planned 

Boston lawyers are mounting an assault on tobacco companies 
over alleged harm suffered by restaurant workers from second- 
hand smoke. 

Advertisements appeared In Massachusetts papers yesterday 
seeking employees at restaurants or bars who had developed 
smoking-related diseases. The lawsuit is modelled on a case for 
flight attendants, which was settled for $349m last month. 

While a number of smaller cases are being brought against res- 
taurants arouid the country for passive smoking damages, this 
would be the first mass lawsuit. 

Aside from seeking a substantial monetary award for the plain- 
tiffs, the case wSi attempt to establish second-hand smoking 
health damages as the responsibility of restaurants and their 
Insurers under worker compensation laws. It also hopes to 
smooth the way for sufferers of a stt ima and other ailments to sue 
eating and drinking establishments over their working environ- 
ments. Victoria QHfHh, Boston 
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Finnair defends 
on aviation with US 


By Christopher BotunsJd 
in Warsaw 


Finnair, Finland's national 
airline, yesterday defended 
its country’s negotiation of 
an aviation agreement with 
the US as the European 
Commission co nfir med it 

would take legal action 
against eight member states, 
including Finland, over simi- 
lar aviation agreements the 
commission claims under- 
mine the single European 
market. 

“The issue is. should indi- 
vidual EU countries negoti- 
ate these deals for them- 
selves or should the 
European Commission do 
the work for all,” Antti 
Potila, Finn air’s chief execu- 
tive, said in Warsaw yester- 
day. He was then? signing a 
code sharing agreement with 
LOT, the Polish airline. “We 
feel we did the right thing by 
signing such an agreement 
which benefits our country 
and our airline separately; 


many other countries have 
done the same,” he added. 

Finnair maintains that If 
the European Commission 
negotiated a market access 
and traffic agreement with 
the US on behalf of EU mem- 
ber countries, smaller coun- 
tries and their airlines would 
lose out in any subsequent 
allocation of landing - rights 
at main US airports. 

The Finnair code sharing 
agreement with LOT, under 
which the two airlines mar- 
ket seats on each other's 
flights, is part of a wider 
global alliance led by British 
Airways and American Air- 
lines. The alliance includes 
Iberia, the Spanish airline, 
with which LOT is in discus- 
sions about co-ordinating 
policy. 

The alliance has yet to 
decide whether it will ask 
Malev of Hungary or CSA, 
the Czech airline, to join, to 
boost its strengths in central 
Europe. 

Separately, the European 


Commission has launched 
an anti-trust inquiry into the 
BA-led alliance and several 
others such as Star which 
links Lufthansa, the German 
airline, with United Airlines 
of the US. 

Yesterday’s agreement 
between LOT and Finnair 
will allow the two airlines to 
co-ordinate policy on flights 
between the two countries 
and the Baltic states, where 
both compete against SAS. 
The Scandinavian airline is 
Finnair 1 s main competitor in 
the region. 

The Polish government 
will be closing a tender next 
week for an adviser for the 
privatisation of LOT due 
early next year. 

LOT wants the sale of 
equity to institutional inves- 
tors or other airlines in the 
BA-led alliance to be accom- 
panied by a new share issue 
worth $25 Dm. This would 
allow it to lower the cost of 
leasing its 2fi modern west- 
em-bullt aircraft. 


Japanese airline in Star 
Alliance talks with SAS 


By Michael Skapinker, 
Aerospace Correspondent 

All Nippon Airways, Japan’s 
second largest airline, yes- 
terday drew closer to the six- 
aifline Star Alliance by 
beginning talks with Scandi- 
navian Airlines System, a 
member of the grouping. 

The talks follow ANA's 
announcement earlier this 
week that it was forming 
code sharing partnerships 
with United Airlines of the 
US and Lufthansa of Ger- 
many. 

United and Lufthansa are 
the leaders of the Star Alli- 
ance. whose other members 
are SAS. Varig of Brazil, Air 
Canada and Thai Airlines. 
Code sharing involves air- 
lines selling seats on each 
other’s flights. 

SAS said yesterday that 
the talks with ANA were at 
an early stage and it could 


not say when they would be 
concluded. “We have made 
initial contact with ANA,” 
said an SAS press officer. 
“We are aiming for a bilat- 
eral agreement whereby SAS 
will have access to ANA's 
extensive domestic net- 
work." 

ANA and SAS had a code 
sharing agreement from 1988 
until 1993 on the Stockholm- 
Tokyo route, but that was 
terminated due to the eco- 
nomic downturn in Japan 
and profitability problems, 
as well as because the Japa- 
nese carrier needed the air- 
craft elsewhere. 

The agreements between 
ANA and the US and Euro- 
pean airlines follow the U Si- 
Japan air liberalisation 
accord earlier this year, 
which made code sharing 
arrangements possible. 

• International Aero 
Engines (LAE), the consor- 


tium led by Pratt & Whitney 
of the US and Rolls-Royce of 
the UK, has been selected to 
supply V2500 engines for the 
30 aircraft United Airlines 
has ordered from Airbus 
Industrie. 

The engines will be assem- 
bled at the Rolls-Royce fac- 
tory in Derby. 

The United order for 20 
A320 and 10 A319 aircraft, 
announced last week, 
increased the airline's Air- 
bus fleet to ILL all powered 
by V2S00 engines. 

Launched in 1984. IAE is 
made up of Rolls-Royce, 
Pratt & Whitney, the Japa- 
nese Aero Engines Corpora- 
tion and MTU of Germany. 
The consortium has come 
under strain because of Pratt 
& Whitney's announcement 
earlier this year that it 
would make its own engine 
which would compete 
directly with the V25O0. 



Russia, 

European Commission’s transatlantic US see 
trade initiative clears first political hurdle h °P^J or 

links 
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Guy de Jonquieres reports on the hopes and the handicaps facing Leon B 
attempt to transform trade relations between the US ana tne tu 


he European Commis- 
sion's blueprint for an 
agreement with the US 
on a New Transatlantic 
Marketplace, approved yes- 
terday. attempts to set out 
an eye-catching vision, while 
chatting a path through the 
political and practical obsta- 
cles to be negotiated. 

Sir Leon Brittan. Europe's 
trade commissioner and the 
initiative's main author, 
hopes it will help forge a 
stronger US-EU relationship 
and provide the springboard 
for a new round of multilat- 
eral trade negotiations. 

But if US-EU talks are to 
stand a chance of success, an 
agenda will need to be found 
which unites the ElTs mem- 
bers, while offering the US 
the prospect of enough gains 
to win firm political and 
business support there. 

That is intrinsically a 
high-risk process. Failure to 
identify common ground 
could strain, rather than 
strengthen, transatlantic 
relations by reducing the 
proposed negotiations to ran- 
corous squabbling over bilat- 
eral irritants which have 
long defied easy solutions. 

The situation is made par- 
ticularly delicate by the US 
political situation. President 
Bill Clinton appears in prin- 
ciple to favour closer links 
with Europe. However, his 
room for manoeuvre is lim- 
ited by lack of fast-track 
trade negotiating authority 
and problems in dealing 
with the Republican-domi- 
nated Congress. 

A trade deal with Europe 
would face less hostility an 
Capitol Hill than with. say. 
Latin America. Nonetheless. 
Congress would want to be 
satisfied it would offer tangi- 
ble economic benefits to the 
US - particularly if. as Sir 
Leon hopes, the initiative is 
to reawaken US political 
enthusiasm for multilateral 
trade liberalisation. 

The EU document aims to 
try to square this circle. Its 
unanimous approval by the 
Commission yesterday, and 
the cautiously positive reac- 
tion in Washington, suggest 
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it has at least cleared its 
first political hurdle. 

Tbe next test will be the 
EU Council of Ministers' 
meeting on March 30. which 
should show the strength of 
support among member 
states. Initial responses sug- 
gest most favour it. with 
varying enthusiasm. How- 
ever, France is expressing 
strong reservations. 

These do not appear to 
have been reduced by Brus- 
sels' efforts to assuage 
France's most acute con- 
cerns, by stating that audio- 
visual services and agricul- 
tural tariffs will not be cov- 
ered by the transatlantic 
negotiations. 

Furthermore, Brussels 
insistence on excluding 
these issues risks antagonis- 
ing Congress, where lower- 
ing EU barriers to US food, 
software and entertainment 
exports is widely regarded as 
a top priority. 

The Commission is seek- 


ing to prevent differences on 
these points from sinking 
tbe initiative at the outset, 
by insisting that yesterday's 
paper is an opening shot, not 
a list of irreducible demands. 

It has also built in some 
bargaining chips, which 
could be traded for a soften- 
ing of US demands which 
prove too much for the EU 
to swalJow. One is a call for 
liberalisation of US shipping 
policy - a paint on which 
Washington seems highly 
unlikely to give ground. 

There may also be scope 
for flexibility in Brussels' 
demands that the US oblige 
its states to liberalise public 
procurement - a commit- 
ment Washington has long 
found hard to deliver. 

Some other items on the 
EU shopping list will prove 
less contentious in Washing- 
ton. Proposals for closer 
co-operation on regulation 
and standards, for instance, 
will build on existing trans- 


atlantic initiatives. 

Brussels’ willingness to 

extend these efforts to agri- 
cultural trade will be paitic- 
ularly welcome in On US- 
which is increasingly u*ed 
by tbe EU's cumbersome and 
opaque procedures 
approving new food 

The EU has also toned 
down earlier plans to callfor 
early abolition of industrial 
tariffs, which would require 

Congressional approval It 
now proposes a "political 
commitment" to do so by 

2010. aud then only it 
enough other World Trade 

Organisation members agree 
to join in- x . 

The EU's most eye-catch- 
ing idea is a transatlantic 
free trade area in services. 
But even if this appeals to 
the US. it could. create diffi- 
culties in tbe WTO. where 
broad support from other 
countries will be needed if 
the transatlantic initiative Is 
to create momentum for a 
new trade round. 

One question is whether 
such a free trade area would 
meet WTO rules if it 
excludes, as the EU pro- 
poses. audio-visual services 
and aviation. Another is 
developing countries' reac- 
tion to Brussels' proposal 
thai the US join it in a drive 
to get them to open their ser- 
vices markets. 

Whether the EU's initial 
proposals can form the basis 
for a negotiating agenda 
ma y not be clear for some 
weeks. Consultations 
between different arms of Mr 
Clinton's administration, 
and with Congress and busi- 
ness lobbies, are still under 
way and may not be 'com- 
pleted until after the EU-US 
summit in London in May. 

But enthusiasts in Brus- 
sels hope Mr Clinton wllL at 
least, be ready to bless the 
initiative in principle. As 
one EU official put it yester- 
day. “Whatever the practical 
details, in the end the degree 
of political will on both sides 
of the Atlantic will deter- 
mine whether this project 
succeeds or fails.” 


CONSTRUCTION MACHINERY BRITAIN INCREASES PRODUCTION LEAD 

Western Europe buoys 
worldwide industry 


By Peter March 

Production of construction 
machines in western Europe 
rose sharply last year, 
buoyed by the building 
Industry’s unexpected resil- 
ience. 

Britain increased its lead 
as Europe's biggest producer 
of equipment in unit terms, 
making 38 per cent of tbe 
west European total com- 
pared with 18 per cent for 
Italy, 16 per cent for Ger- 
many and 15 per cent for 
France. 

The strong west European 
performance also bolstered 
the construction machinery 
industry worldwide, accord- 
ing to Off-Highway 
Research, a UK consultancy. 

In tbe three regions of 
west Europe. North America 
and Japan, total sales and 
production rose 3 and 4 per 
cent respectively, helped by 
a strong showing In North 
America. 

Global production of the 
machines - including exca- 
vators, wheeled loaders and 
dump trucks - is worth 
about STObn a year, and adds 
up to one of the world's most 
important engineering 
Industries. 

According to Off-Highway 
Research. European sales of 
construction equipment will 
remain stable this year as 
individual economies 
improve. 

Output last year of con- 
struction machines made in 
west European factories rose 
6 per cent to 126,803 units, 
after a 4 per cent drop in 
1996. This was partly the 
result of a pick-up in Euro- 
pean sales, which expanded 


7 per cent to 104,751 units, 
confounding expectation s 
that sales would fall by up to 
5 per cent. Sales in 1996 
dipped 8 per cent, partly 
because governments reined 
in public spending in an 
effort to reduce borrowing 
and inflation in the run up 
to a single currency. 

In recent years Britain has 
emerged as the Largest man- 
ufacturer in Europe in unit 
terms. In 1993 it accounted 
for 26 per cent of total west 
European production of 
102.254 units. In that year 

The best 
performing 
countries were 
Ireland, Portugal, 
Spain and Finland 
where sales rose 
by more than 30 
per cent 

Germany held pole position 
with 28 per cent of produc- 
tion, while France accounted 
for 14 per cent and Italy 13 
per cent. 

Britain's surge has been 
due partly to extra output by 
JCB. the Largest UK-owned 
maker of construction 
systems. Higher production 
from the UK plants of 
non-UK companies such as 
Caterpillar of the US and 
Japan's Komatsu has also 
swelled the total 

Because much of UK pro- 
duction Is in fairly small 
machines, such os mini-exca- 


vators, its share of total 
European manufacture in 
value would be less than its 
share in units. 

Sales last year of construc- 
tion machines in Germany - 
the biggest market in west- 
ern Europe, accounting for a 
quarter of demand - were 
static, against projections of 
an ll per cent Call. 

Britain saw a sales decline 
of 2 per cent, after forecasts 
last year of a 6 per cent fall. 
Sales in Italy and France 
were better than predicted 
by Off-Highway Research, 
respectively turning in 12 
and 7 per cent sales rises, 
against forecasts of falls of 5 
and 10 per cent 

The best perfor ming conn, 
tries in terms of sales were 
Ireland, Portugal, Spain and 
Finland, which all saw 
increases above 30 per cent 

Sales of machines in North 
America last year rose 9 per 
cent to 142,360 units, with 
production increasing 8 per 
cent to 142340 units. Japan 
fared less well with sales 

7 per cent to 
103,995 units. 

Western Europe. North 
America and Japan 
accounted last year for total 
sales and production of con- 
struction machines or 36Q.913 
and 424,498 units respec- 
tively. According to Off- 
HJghway Research, these 
regions account for 70 per 
t»nt and 90 per cent respec- 
tively of world sales and out- 
put of construction machin- 
ery. excluding China. 

1998 Review of Construction 
Equipment Markets. Off- 
Hifrhway Research. 7 Upper 
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Construction equipment production 1995-1996 
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By Haney Dunne in Washington 

Russian Prime Minister 
Victor Chernomyrdin and 
US Vice President Al Gore 
yesterday hailed the accom- 
plishments of their joint eco- 
nomic commission and said 
there were -enormous oppor- 
tunities" for joint action in 
economics, science and tech- 
nology. 

But behind the friendly 
proclamations. US officials 
were privately disappointed 
that Russia has twice 
rejected formal requests to 
assist in an investigation 
into diversion of high tech- 
nology products. 

Since last year, the US has 
been trying to establish how 
high-speed Silicon Graphics 
and IBM computers came to 
be sold without licences. 

While the two sides pre- 
pared to announce a long list 
of joint projects, ministers In 
Moscow said Russia would 
continue building a power 
plant in Iran, despite US 
opposition. 

The underlying tensions 
were not apparent at a din- 
ner hosted by the US vice 
president. “The partnership 
we have created is succeed- 
ing," Mr Gore said. “And we 
also, along the way, are dis- 
covering that Americans and 
Russians are bound together 
by shared interests, shared 
values and a common vision 
of a better world.” 

Mr Chernomyrdin, how- 
ever, made reference to 
“ages-old irritating factors in 
our relations which intro- 
duced unnecessary tension 
in our bilateral economic 
ties”. 

Russian supplies to coun- 
tries that the US considers 
“outlaw states" is a persis- 
tent irritation. Russia badly 
needs the business, however, 
and last week Vladimir Bul- 
gak. Russian deputy prime 
minis ter, said there could be 
no complaints regarding 
Russia's co-operation with 
Iran. 

The light-water reactors 
cannot produce weapons- 
grade plutonium, Russian 
officials maintain, stating 
that they are the same as 
those which the US has con- 
tracted to supply to North 
Korea. 

Russian companies have 
been chosen to build a 
1.000MW nuclear power 
plant at Bushehr at a cost of 
$850m. Work on the first 
reactor began more than a 
year ago. 

Iran is part of the Inter- 
national Atomic Energy 
Agency, and has signed the 
nuclear weapons non-prolif- 
eration pact. . All Iranian 
sites are open to interna- 
tional inspectors," Mr Bul- 
gak said, according to Inter- 
fax news agency. 

Ukraine last week bowed 
to US pressure to give up its 
part in the project Its state- 
owned AOA Turboatom 
plant was to design and 
build turbines. 

The US is also concerned 
about Moscow’s alleged 
exports of ballistic missile 
technology to Iran. Under US 
pressure, Boris Yeltsin, Rus- 
sia’s president, issued a 
decree tightening controls 
on missile technology 
exports, but Washington has 
been seeking assurances this 
will be enforced. 

Washington and Moscow 
were also expected to discuss 
their differences over pipe- 
line routes in the Caspian. 
The US wants a southern 
route from Baku, Azerbaijan, 
to Turkey's Mediterr anean 
port of Ceyhan. Russia 
wants a northern route 
across its own territory to 
tbe Russian Black Sea port 
of Novorossiisk. 


°«D Export Credit Rates 

ll “ a B art sadon for Economic Co-opaotoi 


! non ntfnfiwm 

rates 1%) lor ofMaiy omwwi 
*# Man* IS toAfat-t* 

r etraafy15 10 “an* wfe.bmeM. 


Mfe* 

iso 

(BAi 

Ecu 

438 

(450) 

fanuites 

468 

(482) 

Outer 



up to 5 years 

StoUyem 

540 

• ass 

OOG 

(5 ,46) 

W 

«42S) 

Italian Bra 

SJ3 

ft 17) 

Tan 

240 

(MO) 

tee® 

5J38 

(Ml) 

Swung 

Srtstanc 

721 

3jn 

pai) 

(4.10) 

us tear 



“0B5jearo 

StoUwm 

OWrBSywn 

043 

&49 

460 

III 


^^•^Uoarcaasblt^KiBiae^ 















FINANCIAL times 


THURSDAY MARCH 12 1998 


7 


UK 


ft— Mnj OjWTY W ATCHDOG SAYS COMPILER PROBLEM IS A. REGULATORY MATTER BECAUSE OF RISK TO INVESTORS 
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Closure threat to banks over 2000 bomb 


By George Graham, 

Banking Editor 

The Financial Services 
Authority, the unified finan- 
cial regulator, will today 
warn banks and investment 
companies that it will shut 
them down or stop them 
from taking on new business 
if it t hink s they have not 
done enough to cope with 

the miilPnn^ im bomb. 

Michael Foot, the FSA’s 
head of financial supervi- 
sion, will argue that the 
so-called bomb is a regula- 
tory issue, because financial 


companies that fan to pre- 
pare their computer systems 
to deal with the year 2000 
could put investors' and 
depositors' money at risk. 

“If our judgment is that a 
firm seems likely to put 
investors or the integrity of 
markets at risk, we are, of 
course, bound to consider 
the need for regulatory inter- 
vention,” Mr Foot says in a 
speech to be delivered at a 
conference in London today. 

Financial regulators have 
grown increasingly . con- 
cerned about the mrnpnm'nm 
problem, which arises 


because computer systems 
that record dates as two dig- 
its - could malfunction by 
misinterpreting the year 
2000 as the year 1900. 

; The Bank for International 
Settlements in Basle, Switz- 
erland, which acts as a sec- 
retariat for haniHwg supervi- 
sors and central banks, has 
been anxious that payment 
and clearing systems are 
properly prepared and 
tested. Banking, insurance 
and securities supervisors 
are to meet next month to 
share experience and discuss 
millennium strategies. 


Mr Foot says: "Our percep- 
tion is that there is now a 
good deal of purposeful 
activity in train. But there 
sdil appear to be some finan- 
cial service firms that are 
overly relaxed about the 
problem." 

Firms' that do not satisfy 
the regulators that they 
have the millennium prob- 
lem under control may sim- 
ply be required to produce 
an independent report on 
their preparations. 

If the FSA is still not satis- 
fied, it could restrict a firm's 
ability to take an new busi- 


ness, order it to stop doing 
business altogether, or com- 
pel it to transfer all its 
operations to another com- 
pany. - 

• Gwynneth Flower, who 
started work yesterday as 
director of Action 2000, the 
millennium compliance 
body, wants to create a state 
of “controlled anxiety" to 
raise awareness of the need 
for urgent action to defuse 
the millennium bomb, writes 
Alan f-gn* 

Action 2000 was set up by 
the government to help busi- 
ness come to terms with the 


implications of the bomb. 

“Some people are predict- 
ing an Armageddon see 
nario, and at the other 
extreme are those who are 
too complacent 1 am some- 
where in the middle. We 
have a problem that could 
bring down a government It 
wont but it is that serious, 
she said yesterday. 

Ms Flower's aggressive 
approach to the problem will 
be welcomed by many who 
have been complaining the 
government has not been 
taking the bomb seriously 
enough. 


Central bank 
team split over 
interest rates 
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By Wolfgang IRQnchau, 
Economics Correspondent 

Sharp divisions have 
emerged among members of 
the Bank of England's mone- 
tary policy committee, which 
sets interest rates. 

Its eight members were 
split evenly over whether to 
raise rates, according to the 
minutes of the meeting on 
February 4 and 5. 

It was the first time that 
disagreement had surfaced 
among the four internal rep- 
resentatives at the Bank, the 
UR central bank. 

A casting vote against a 
rate rise by Eddie George, 
governor of the Bank, left 
the its short-term interest 
rate unchanged at 7.25 per 
cent., 

Mervyn King, the Bank’s 
chief economist, broke r anks 
with his three colleagues by 
voting In favour of an 
increase. 

The minutes of the meet-, 
ing also reported that MFC 
members accused each other 
of enda n ge ring the credibil- 
ity of the monetary policy- 
making process. 

The minutes suggest that 
the two sides condocted a 
tense debate at times, under- 
lining strong disagreements. 
Some members warned that 
failure to raise rates would 
bring higher inflation. The 
moderates expressed, con- 
cerned about a steep eco- 
nomic downturn. 

The openness with which 
the minutes reflect the 
debate in the MPC is 


intended to give credibility 
to the new monetary policy 
regime that has been opera- 
tional since June last year. 
Bat the extent of the divi- 
sions, as they emerged yes- 
terday, could add to policy 
uncertainty. 

According to the minutes, 
the hardliners argued that 
failure to raise rates now 
would require an overcom- 
pensating interest rate rise 
later. They also warned that 
interest rates would have to 
stay high for longer than 
necessary. ‘Tailing to raise 
interest rates at a time when 
the central projection of 
inflation two years ahead 
was above the target would 4 
risk damaging the credibility 
of the MPC process.” •: 

The moderates argued that, 
an ill-judged increase In- 
interest rates might soon- 
have to be reversed. “Such a 
reversal could impair confi- 
dence in the economy and 
damage the credibility pf the. 
MPC process at this stage of 
its development by creating 
confusion about monetary 
policy." 

There were also differ- 
ences of opinion about how 
narrowly the MPC should 
define its task of meeting the 
government inflation .target, 
of 2.5 per cent 

Financial markets 
assessed the split vote as the 
pound rose 2 pfennigs to 
DM3.02. supported by ."expec- 
tations that interest - rates 
stUlbave to rise. ~ 
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Is manufacturing facing a recession? 


Official figures suggest that it is, but other 
surveys disagree. Richard Adams reports 


Lex, Page 12 


A re UK manufacturers 
about to enter a reces- 
sion? It depends who 
you ask. Official figures 
show manufacturing weak 
and faltering. By contrast, 
regular surveys by business 
organisations such as the 
British Chambers of Com- 
merce show a much less pes- 
simistic picture. 

The discrepancy between 
official and unofficial data 
poses problems for policy- 
makers. The Bank of 
England, the UK central 
bank, has kept rates at their 
current level since Novem- 
ber, in part because the 
weakness of manufacturing 
has dragged down the rate of 
economic growth. 

According to the latest 
data from the Office for 
National Statistics, the gov- 
ernment's statistical agency, 
the manufacturing sector is 
suffering a downturn. In the 
three months to January, 
manufacturing output mea- 
sured by the QNS fell by 0.6 
per cent compared with 


the previous three months. 

The technical definition of 
a recession is two consecu- 
tive quarters of falling out- 
put By the official measure, 
manufacturing output fell by 
0.5 per cent in the fourth 
quarter of last year. Janu- 
ary's weak figure means out- 
put in February and March 
will have to improve by 
about 03 per cent a month 
to stop a slide into recession. 

But almost no other eco- 
nomic statistics agree with 
the official manufacturing 
index. According to the 
industrial trends survey 
from the Confederation of 
British Industry, the biggest 
employers' lobby, manufac- 
turing output actually grew 
by oJ per cent in the final 
quarter of 1997. Clfiran Bair, 
a senior economist at Deut- 
sche Morgan Grenfell in Lon- 
don, says: “I really do take 
the official data with a pinch 
of salt - manufacturers 
would be making a lot more 
noise if they were in reces- 
sion." 


Some areas of manufactur- 
ing are clearly suffering, 
especially those exposed to 
the effects of sterling's rapid 
appreciation against other 
European Union currencies. 
But Paul Turnbull, chief UK 
economist at the Merrill 
Lynch investment bank, 
says the evidence from the 
surveys shows domestic 
demand appears to be bedd- 
ing up. 

‘I take the data 
with a pinch of salt 
- businesses 
would make more 
noise if they were 
in recession’ 

“AH of the surveys paint a 
rather more upbeat picture,” 
Mr Turnbull says. 

Hie GBI survey, which has 
been running since 1958, has 
a good record. But other, 
more recently established 
surveys, agreed with the 
CBI’s less pessimistic mes- 


sage. The British Chambers 
of Commerce report showed 
a majority of manufacturers 
reporting higher or similar 
levels of domestic orders at 
the end of 1997 than in the 
rest of the year. And it and 
the CBI reported that the 
number of manufacturers 
operating at full capacity 
remained high. 

David Mackie. UK econo- 
mist at JP Morgan invest- 
ment bank, points out that 
total demand for manufac- 
tured goods remains strong. 
Although export orders have 
fail**™ away, actual ship- 
ments remain high- Exports 
of goods (excluding oil) were 
79 per cent higher in the 
fourth quarter compared 
with a year earlier. 

No one Is suggesting that 
UK manufacturing is boom- 
ing or performing as well as 
its service sector counter- 
part And the signals from 
the surveys suggest a slow- 
down is oh the way. But it 
appears there are grounds to 
think the recent picture of 
manufacturing performance 
Is not as gloomy as it has 
been painted. 


BSE investigator accuses top ministry official 


By Maggie Uriy fa London 

A leading zoologist called in 
by the government to inves- 
tigate BSE or “mad cow dis- 
ease” claimed yesterday be 
had been warned against 
recommending measures 
which would cost taxpayers 
money. 

Professor Sir Richard 
.Southwood was chairman of 
a working party set up in 


2988 to investigate bovine 
spongiform encephalopathy.. 

Sir Richard told the. BSE 
Inquiry, which began public 
hearings this week, that at a - 
meeting before the group 
started work, Derek (now Sir . 
Derek) Andrews, then per- ' 
manent secretary (top' offi- 
cial) at the agriculture min- - 
istry, said he hoped “that 
any recommendations we 
would make “would not lead j 


to an increase in public 
expenditure." 

Sir Derek has challenged 
Sir Richard's evidence in a 
letter. In it Sir Derek said 
“there is nothing in the 
record of that meeting which 
would bear this interpreta- 
tion”. 

According to a minute of 
the meeting. Sir Derek said 
to Sir Richard “compulsory 
slaughter might well lock us 


into a very large public 
expenditure commitment". 

Since March 1996, when 
John Major's Conservative 
government revealed a possi- 
ble link between BSE and a 
new variant of Creutzfeldt- 
Jakob disease, the fatal 
human brain condition, £4bn 
of public expenditure has 
been committed. 

The report published by 
Sir Richard’s working party 


in 1988 concluded that the 
risk to human health from 
BSE was remote. 

It provided the basis for 
government policy until 
March 1996. 

Sir Richard said yesterday 
that be realised at the time 
the group’s recommenda- 
tions would cost “tens of 
millions of pounds” and he 
wandered if he would later 
be pilloried for wasting pub- 


lic money. But the group 
had been “privately con- 
cerned" that insufficient 
hinds were made available. 

Sir Richard told how the 
working party bad been 
"harrified’’ to discover that 
cattle with BSE symptoms 
were, apart from the heads, 
going into the human food 
chain. “We felt it was our 
job to stop that happening 
immediately,” he said. 


Wealth data boost poor regions in quest for EU aid 


By George Parker 
and Sheila Jones 


ims for millions of 
ads of extra Brussels aid 
two regions in northern 
land wffi be boosted next 
k as European Union 
Ith indicators are pub- 
id. 

ley will show that South 
feshire and Merseyside, 


which includes the port of 
Liverpool,' fell . sharply 
behind the rest of Europe in 
1995, with gross domestic 
product per head dropping to 
just 71 per cent of the EU 
average. Merseyside’s rela- 
tive decline came as the 
region embarked on a six- 
year £L5bn (tSLSbn) regener- 
ation programme, including 
£630m from Brussels. 


While the Republic of 
Ireland. Northern Ireland 
and the Highlands and 
Islands of Scotland powered 
out of recession on the back 
of EU aid. the Liverpool 
area's revival has been more 
sluggish. 

Chris Gibaud, chief execu- 
tive of the Mersey Partner- 
ship regeneration body, said 
yesterday it was too early to 


see the “full fruits" of the 
six-year programme which 
started in 1994. 

The statistics reinforce the 
region’s demands that it 
should continue to receive 
the highest level of EU 
regional aid from 1999. 

The new GDP figures are 
also expected to show that 
South Yorkshire, badly dam- 
aged by the decline of the 


coal industry, has struggled 
badly. Its 1995 figure is 
thought to be less than 71 
per cent of the EU average, 
which means It is well 
placed to qualify for the first 
time in 1999 for so-called 
Objective One aid - the 
most lucrative regional 
assistance. 

Under European Commis- 
sion rules, only those areas 


with GDP of less than 75 per 
cent of the EU average will 
qualify for the next round of 
Objective One funding. 

Northern Ireland and the 
Highlands and Islands, 
which currently receive 
Objective One funding, now 
stand well above the 75 per 
cent threshold and are 
expected to lose their prefer- 
ential treatment 


NEWS DIGEST 


NORTHERN IRELAND 


Jobs laws will change to 
aid long-term unemployed 

Northern Ireland's lair employment laws are to be chang ed to 
enable businesses to recruit dr ectfy from the Ions term unem- 
ployed without bong accused of religious discrimination. This is 
one the central reforms in a UK government policy paper, pub- 
fished yesterday, and is seen as one way to tackle the high pro- 
portion of Roman Cathoflcs among the unemployed, Government 
officiate hope the measures answer the concerns of the US busi- 
ness lobby about anti -Catholic bias in the workplace. 

The changes, which are the government's formal response to 
recommendations from the Northern Ireland Standing Advisory 
Commission on Human Rights, were broadly welcomed by 
nationalists but derided by pro-British unionists as a sop to 
republicans. The reforms are the first since legislation was intro- 
duced in 1989. But Michael Lavery. commission chairman, 
expressed efisappointment that the proposals were neither tough 
nor broad enough. John Murray Brown, Dublin 

SOCCER 


Fifa boss backs World Cup bid 

Joao Havelange. president of Fifa, world soccer's governing 
body, yesterday gave his “personal support” to England’s bid to 
host the 2006 World Cup. The statement came after Mr Have- 
lange met Tony Blair In London. Mr Havelange Is due to retire as 
president in June, but after 24 years he carries great Influence in 
the FIFA executive committee, which wfll make the decision in 
2000. 

Mr Havelange said yesterday: "World football was bom in 
England. The rules of the game were creeled in England.' He 
added that in 2006 it would be 50 years since England had last 
hosted the World Cup. Germany, which has also made a bid, 
staged the tournament in 1974. Simon Kuper 


BBC WORLDWIDE 


Ex-prisons chief approached 

Derek Lewis, the former director-general of the Prison Service, is 
among those thought to have been approached about taking the 
post of chief executive at BBC Worldwide, the commercial arm of 
the BBC. The position was left vacant by the resignation last 
September of Bob PhUfls, who left to become chief executive of 
Guardian Media Group, pub fisher of The Guardian and The 
Observer newspapers. Other candidates are understood to 
Include Nick Alexander, chief executive of Pearson New Enter- 
tainment. part of Pearson, which owns the Financial Times. A key 
internal candidate may be Peter Teague, BBC Worldwide finance 
director. 

• Independent Newspapers intends to Invest up to E50m 
($83. 5m) over five years to restore the fortunes of the unrelated 
London-based Independent and Independent on Sunday titles 
after assuming full ownership- The Irish Republic group chaired 
by Tony O'ReiUy said yesterday it planned to take the titles fir- 
mer upmarket after buying out Minor Group's 46 per cent stake 
in a deal valuing the equity at £6.4m. Independent Newspapers 
wfll also appoint to the board Chris Patten, the former Hong Kong 
governor whose memoirs were rejected by Harper CoIBns, owned 
by News Corporation. Cathy Newman, London 


PASSIVE SMOKING 








Riposte to tobacco companies 
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Scientists yesterday urged the 
government to restrict smoking 
In pubfle places, after conclud- 
ing that passive smoking 
causes lung cancer and heart 
disease. The Scientific Commit- 
tee on Tobacco and Health, an 
Independent advisory group, 
told the Department of Health 
that long-term exposure to 
"environmental tobacco smoke" 
increases the risk of lung can- 
cer by 20 to 30 per cent It 
estimates that passive smoking 
causes several hundred lung 
cancer deaths a year In the UK. 
The committee’s report, the 
first government-sponsored 
Investigation of tobacco and 
health for 10 years, rejects the 
Tobacco Manufacturers' Association’s argument that any health 
risks from passive smoking are too small to measure. The depart- 
ment rushed out the report as a riposte to the cigarette industry. 
At the weekend British American Tobacco, the Industrial con- 
glomerate, welcomed a large European study of passive smoking, 
commlsSroned by the World Health Organisation which, the com- 
pany said, "failed to establish a meaningful risk of lung cancer to 
non-smokers". COve Cookson, London 


CONTRACT CLEANING 



Danish group wins $73m deal 

ISS International Service System, the Danish-based contract 
cleaning group, has won a £44 m ($73m), five-year contract to 
service 500 properties owned by the UK government’s Depart- 
ment of Social Security. The contract was signed with Partnership 
Pr operty Management, a consortium of Goldman Sachs, the 
investment bank, the Amec construction group, Symonds Group, 
Compass Management & Leasing and Richard Bite. ISS says the 
project win enable the DSS to sell the 500 properties, worth 
about £400m, to Partnership Property Management. ISS is due Id 
publish its 1997 results today. HBary Barnes, Copenhagen 


ong road to electoral reform 


sr Brussels chief seeks views on 
5raJ change, reports Liam Halligan 

national referendum against 


eokins cannot have 
ai that what mi£&t be 
3 contribution to Brits- 
litical.life would be 
rom an obscure lec- 
U'at the University of 

■e becoming a lord, 
ijrins served as a cab- 
j jjctpr jn the Labour 
ments of the 1960s 

president of the Euro- 

mis sion in the late 
low, as a senior figure 

Liberal Democrats, 
-European opposition 
he has begun a 
tl tour to canvass 
on changes to the 
or elections to the 
if commons. 

Jenkins was present 

rapacity as chairman 
commission on etec- 
form, set up by the 
Bent to recommend 
rating system should 
u-rf tn the promised 


the existing "first-past-the- 
post" arrangements. 

Under first-past-the-post, 

one seat is won for each of 
the 659 constituencies. 
Named candidates stand for 
a seat and it is won by the 
rcrrt»nrip_r with more votes 
than any other - even if the 
winner’s total is outnum- 
bered by the combined votes 
of all the losers. 

At the front of the hall 
was a board full of mathe- 
matical scrawl - possibly 
the remnants of a lecture on 
theoretical physics. The pro- 
ceedings were similarly 
impenetrable - focusing 
either on the technical minu- 
tiae of proportional represen- 
tation or the political dcul- 
duggery during last 
September's referendum on 
a Welsh assembly. 

-No electoral system is 
perfect, but some are consid- 
erably better than others, 


said Lord Jenkins. "Our aim 
is to find the brat alternative 
to the current system." 

' He went on to list the five 
criteria on which the 
commission would judge 
competing voting systems: 
proportionality - or the link 
between share of the vote 
and seats gained; degree of 
voter choice; implications for 
email parties; effect on the 
closeness of members of 
parliament to their constit- 
uents; an d the likelihood of 
producing a coalition gov- 
ernment. 

Suitably instructed, 
members of the audience 
then expounded on the 
systems available, or voiced 
concerns about the 
upcoming referendum. ■ 

“The constituency link is 
very important to this coun- 
try’s political culture,” said 
Anabelle Hale, secretary of 
the Cardiff West Labour 
party, referring to objections 
that multi-member constitu- 
encies would undermine 
traditional voter-MP rela- 


tions. "But we also want to 
avoid the advent of two clas- 
ses of MPs," she added, echo- 
ing concerns about the Ger- 
man-style additional 
member system, which 
selects some members in 
constituencies but others 
from party lists. 

Rob Humphreys, of the 
University of Swansea, 
launched a protest against 
the “dosed lists" to be used 
in the forthcoming European 
elections, which allow voters 
only to choose parties rather 
than candidates. “I want to 
see power in the hands of 
voters, not the party 
machine," he said, to nods of 
approval from the platform. 

As Lord Je nkins well 
knows, the challenge ts not 
only to recommend a system 
which reconciles the five 
often conflicting criteria. His 
task is also to dram up suffi- 
cient public interest so vot- 
ers turn out far a referen- 
dum on an issue which, 
while immensely Important, 
is exceptionally arcane. 


CONTRACTS & TENDERS 


REPUBLIC OP LEBANON 
MINISTRY OF MUNICIPAL AND RURAL AFFAIRS 
COUNCIL TOR DEVELOPMENT AND RECONSTRUCTION 
SOLID WASTE /ENVIRONMENTAL MANAGEMENT PROJECT 
INVITATION FOR TENDER 
CAZAOFZAHLE 

PACKAGE tU : CONSTRUCTION OF A SANITARY LANDFILL 
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The Coveramret of LrtaaK*, repreaorted by the MWstvy of Maakijml nd Rond ADM atf the Cotfacfl for Dfi rfann- -t uni 
fi w OBln d lM (CDR), JlvJtH mM lids from «*Mh»p 

warier worin. tm< vwieiTroolhig wotto integ feomeMhr«Mf(tm i »B)/g tM1 4 yrtn f 
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projects 

the Miilteg jocQMnh. 

ftfabOBf donums m*y be varctascd * the Councfl for Development and Rreooatractloii, TaBrt d St nfL Rein*. Lehanw. . 

(9*1-1) 98im/ 2. 

MK'eitPd* ewreacy to thaforaiofa banker** certified check hi the mar of the fotmcfl farDevetopaifitf and Reoo!nt™*k*i*iartiii* 
oaTlmsditf UthofMu* 19» Interested fakMmmy obfan briber MbMkw * the 

equivalent in a convertible rrrtMcy, and ahafl be delivered to : Coancfl for Pe-n-toBmmt tjujc « 

LebaiMte. » or before twelve •’ctock (noon, Beirut local tW)ooTo«day28ifa of April 195Wr^TSbTL»ei»«i 
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Mock horror at 
the White House 
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Nigel Andrews 

finds fiction 
pre-empting fact 

We are so used to Hollywood 
cinema trailing yards behind 
the political headlines, life* a 
man panting after a 
va n is h i n g bus, that Wag The 
Dog comes as a shock. 

This is art imitating his- 
tory, before the history hap« 
posed. David Mamet and Hil- 
ary Henldn’s screenplay was 
written months before Moni- 
cagate, the latest scandal to 
swing a US presidency 
almost off its hinges. But so 
dairvoyantly do they "Clin- 
ton ise” Larry Beinhart's 
original novel American 
Hero that the film could 
have been written ' last 
week. ■ - 

This president never 
appears on screen. We see a 
distant outline, or the back 
of a wearied head, as sexual 
rumours ricochet around 
Capitol Hill during re-elec- 
tion run-up. In one “news- 
reel** he is seen tou ching the 
shoulder of a beret-wearing 
Lewinsky lookalike. How- 
ever did director Barry Lev- 
inson manage this? Divine 
foresight? Eleventh-hour 
paste-ins in the editing 
room? 

As the war for the leader’s 
reputation is fought by 
Washington spin-doctor Rob- 
ert De Niro and Hollywood 
producer Dustin Hoffman, 
the tone resembles Dr Stran- 
gelove crossed with The Dag 
Of The Locust. We begin in a 
White House basement with 
De Niro- proposing a 
trumped-up war to distract 
the nation. He: "Albania.” 
Aide: "Why?” He: “Why 
not?” Then it is off to Lotus- 
land to conscript H offman, 
who is a sort of Monroe 
Starr (Fitzgerald's ' last 


tycoon) dreamed up by a 
madman. 

A literally phony war is 
then filmed: front-line foot- 
age mocked up on computer 
with fleeing mothers carry- 
ing dying babies through 
burning villages. (“Get some 
Anne Frank sounds,” shouts 
a mixer). Then Willie Nelson 
is hired to create a tie-in 
song; “Albania’s hard to 
rhyme” he grumbles. And 
when the battle-bombarded 

WAG THE DOG ” 

Barry Levinson 

AS GOOD AS IT GETS 

James L. Brooks 

FALLEN 
Gregory Hoblit 


public shows signs of tiring, 
just 10 days from election, 
there Vs only one solution. 
Invent a missing-in-action 
American war hero and 
bring him home in triumph: 
always assuming that the 
man you get to play him is 
not a jail-sprung rapist on 
medication (Woody Harrel- 
son). 

The joke runs out some 
time before the film does. 
This is a good Spitting Image 
sketch extended into a 
movie, and only one of the 
main puppets is on top farm. 
Ho ffman gives us a hilari- 
ously, unflappably odious 
mogul: a velaciraptor with 
smile and hair gel whose 
catch-phrase, “This Is noth- 
ing”. is pumped out each 
time a new crisis invokes 
from him old Hollywood 
yarns. 

Hoffman has distilled all 
the egomaniacs he ever met, 
possibly including himself. 


in this arrant, endearing 
pipsqueak. After trying out 
the speech he has written for 
the president before the cam- 
eras in the Oval Office, he 
takes a quiet moment to 
caress the desk. It is a per- 
fect touch. This ham, like all 
hams, wants to end up at the 
finest table. 

De Niro, by contrast, is 
just De Niro, ironically this 
actor aid play Monroe Starr 
in the film of The Last 
Tycoon, but Hoffman's new 
archetype erases all prior 
ones. De Niro here is just a 
crinkly-grinned salesman 
out of King Of Comedy's 
Rupert Pupkin by Mean 

Streets' Johnny Boy. 

Barry Levinson delivers 
wonderful pastiche work in 
the film's first hour - mock 
newsreels, mock photo-ops, 
mock press junkets - but his 
direction ends up going into 
free fall just like the script. 
A film invented as a back- 
handed tribute to the age of 
video politics and the sound- 
bite/sightbite culture may 
find its own true home on 
the VCR, where we can use 
the remote to cherrypick 
tastiest moments. 

* 

What is there left to say 
about Jack Nicholson? In As 
Good As It Gets his acting is 
just that. Writer-director 
Janies L. Brooks (of Terms 
Of Endearment), re-fashion- 
ing an original script by 
Mark Andrus, gives his star 
so many crackling lines and 
funny, outrageous, virtuosi c 
tirades that the film is like 
an artistic act of love: like 
Diaghilev designing a ballet 
for Nijinsky. 

Unfortunately Nicholson is 
so good - so rumbustious, 
complete and lived-in a 
screen presence - that he 
exposes all the movie's own 
faults and tameness of ambi- 
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'Dr Strangdove* crossed with The Day of the Locust: Dustin Hoffman as the manipulative Hollywood mogul in Barry Levinson’s Wag the Dog* 


tion. Here is an actor with 
three dimensions (at least) 
allowed to play only one at a 
time. 

At the start, this mid-life 
loner who writes romantic 
novels is supposed to be cur- 
mudgeonly: racist, sexist, 
anti-semltic and obsessive- 
compulsive. He sidesteps 
cracks in the pavement and 
unwraps his own plastic cut- 
lery in restaurants. He 
insults the gay painter (Greg 
Kinnearj living across from 
his apartment and maltreats 
the young man’s pooch. He 
quips “Your appetites are 
bigger than your noses” to a 
Jewish couple in his favour- 
ite diner, where the only 


waitress to tolerate him is 
single mother Helen Hunt 

One day, thon fift — »*h) — 
he meets the asthmatic child 
Hunt cares for and agonises 
over. On another day - aah! 
again - he learns that Kin- 
near has landed in hospital 
after a beating-up from two 
burglars. He, Nicholson, 
even starts looking after the 
pooch. We sense the plot 
pieces moving into place. 
They do so with all the sub- 
tlety of a herd of elephants 
lining up for a group photo- 
graph. Scrooge is about to 
turn. 

What follows needs no 
elaboration, though it gets it 
Thrown together on a week- 


end road trip, the three main 
characters bond and become 
better people. At the same 
time director Brooks's comic 
timing fells apart, the script 
goes soggy, and the film’s 
bizarrely chosen signature 
tune, Eric Idle’s “Only look 
on the bright side of life” 
(originally written for three 
m pn on crucifixes), ght^ is all 
irony as if rights to the sang 
had been bought by Mills 
and Boon. 

There are incidental plea- 
sures even so. We have the 
Oscar-nominated Hunt, 
bringing a defiant range and 
feisty-longsuffcring charm to 
her heroine. And we have 
Nicholson’s snakeeyed, ven- 


om -ton gued, politically 
incorrect sallies early on, as 
when he answers a fan’s 
query about how he writes 
so well about women with: 
“I think of a man - and th^n 
take away reason and 
accountability.” 

To get the measure of 
Fallen, you should think of 
Seven and then take away 
the number you first 
thought of. This horror/mys- 
tery/detective yarn is as 
close to zero as a Hollywood 
thriller can get Somewhere 
in Dystopia. USA. where 11 
rains notr-lahly all day and 
night, Denzel Washington is 
tracking a serial killer. 
Satanic possession comes 


into play. So do John Good- 
man and Donald Sutherland 
as Washington's police part- 
ner and boss respectively. So 
do sudden outbreaks of what 
is presumably devil- vision: 
passages of grainy camera- 
work accompanied by a 
soundtrack of groans, hisses 
and snare-drums. 

I lost all track of time. I 
know that the film actually 
lasted two hours; thanks to 
drab pacing and derivative 
scripting jt seemed like two 
days. Boredom has one 
mercy, though. By the time 
the “surprise” villain is 
unmasked, you have begun 
to forget the worst of what 
went before. 


‘Godot 5 returns 


THEATRE 

DAVIDMURRAY^ 

Wading for Godot 
The Paler. Kaff Company 

At. Sir Peter . Hall’s new 
venue for his company, the 
Piccadilly Theatre, he has 
revived his much-admired 
production of ■ Beckett’s 
Waiting for Godot-fram last 
year’s Old Vic season. The 
cast is entirely new, so one 
shouldn’t speak of a 
“revival": this dramatic 
rhmnis ti- y of Godot depends 
so much upon the actors’ 
interplay that a new cast is. 
in effect, a new production. 

In John Gunter’s “blue 
box” stage, there is one 
round stone for sitting on; 
one elegantly bare tree, 
which sprouts three win- 
some . leaves for Act 2; and 
ate full moon that rises sud- 
denly and swiftly in each 
act. - Martin Hazlewood’s 
superb lighting adds all the 
suggestive depths. 

Hall’s new central pair of 
tramps-in-the - wil der ness, 
Vladimir and Esiragon. 
(“Didi" and “Gogo”). share a 
respectful camaraderie from 
way back, and great exper- 
tise with body-language. 
They - aim neither at 


anguished - outbursts nor 
comic vaudeville, but at 
modelling their characters 
with sharp physical preci- 
sion. Though they prompt 
few; hearty laughs, they soon 
become endearing, and they 
.are delightful to watch. . _ 

Everything they are is 
what we see. There is no 
trace of any inner, “secret” 
life. Julian. Glover’s Didi, 
wearily laid-back but sensi- 
tive. complements old Alan 
Dobie's decaying Gogo - 
drily expressive mime, and a 
nice line in instant memory- 
loss - as tenderly as could 
be. One almost expects an 
“Underneath the Arches” 
duet. In fact they break 
eventually into the Merry 
Widow waits. 

The grit In the oyster is 
supplied by the travellers 
who pass through the barren 
scene. Terence Rigby and 
Struan Rodger are a prissily 
overbearing Pozzo and bis 
downtrodden slave Lucky: 
the one a wicked caricature 
of country-squire manners, 
the other a twitching bag of 
tics and terrors. 

Rodger did Lucky's mad, 
logorrheac oration in Act I 
to less effect. There are 
many ways to play it, from 
almost-plausible lucidity to 
manic frenzy, but Rodger's 



AMSTERDAM OPERA AND MUSIC 


Sellars experiments, 
Boulez finds balance 


Jufian Glover and Alan Dobie as ‘DIcD’ and 'Gogo' Atastatr Muir 


version sounded neutral. 
There was no sense of a 
long- throttled “message" 
exploding at last to a star- 
tled audience. That may not 
be the only reading, not by a 
long way: but whatever it 
may be, it should make a 
comparable impact It didn't 
The problem about staging 
Godot now Is that even 
people who have never seen 
it bmow more about it than 
its first, astounded audi- 
ences did. Almost everybody 
knows now that Godot never 
comes, and that there will be 
no significant “action" in it 
anywhere. The initial shock- 
value has gone. 


The bleak but gentle 
vision that still informs it 
has to be re-created on stage 
for new audiences. But as 
farce, or vaudeville, or trag- 
edy - or something else? Sir 
Peter knows the play better 
than almost anyone, having 
directed its first English pro- 
duction 43 years ago. Here 1 
think he is temporising. Nice 
acting, nice visual silhou- 
ettes, nicely detailed feeling; 
but nothing really to disturb, 
small sense of anything 
tougher or grimmer. Still, I 
liked it very much. 

hi repertory at foe Piccadilly 
Theatre until late April. 


Amsterdam is one of several European 
capitals to have cultivated audiences 
for contemporary music - sometimes 
“tonal”, hut mostly not - with resound- 
ing success, beyond the worst night- 
mares of Mosterprize's John McLaren, 
no doubt, who wants to stamp ft out (to 
“save classical music from itself”). 

The Amsterdam audiences packed 
out some 10 performances of Schoen- 
berg’s opera Moses tmd Aron a year or 
two ago; and last weekend, Harrison 
Birtwistle’s -.agm... was greeted as if it 
were a masterpiece. They also 
responded warmly to the director Peter 
Sellars’ Stravinsky concoction at the 
Muziek theater: Oedipus Rex and the 
Symphony of Psalms, both firmly tonal, 
played experimentally as a single bill. 

The Sellars affair was a “new ver- 
sion” of his Salzburg production last 
summer, with the same distinguished 
cast. He runs Stravinsky’s Oedipus 
opera-oratorio (1337) straight into the 
choral Symphony (1930). as if the latter 
were a concluding Oedipus at Colonnus 
- expiation, serenity - without sung 
characters. 

In the Oedipus proper, Sellars 
replaces Cocteau's detached narrator 
by the King’s elder daughter Antigone 
(Elaine Tse), who both recounts the 
tale and looks forward to its elevated 
close in Colonnus, with fervid Ameri- 
can feeling and a lot of Biblical refer- 


ences. Her sister Ismene, another addi- 
tion here, is danced ritually by Sean 
Hea Ha during the slow double-fugue 
movement of the Symphony. 

If we wanted a satisfying outcome for 
the dramatic horrors of Oedipus Rex. 
Colonnus was the right place to look 
for; and the Symphony supplies both 
the right pious gravity and a well- 

Colonnus was the right 
place to look for a 
satisfying outcome to 
the dramtic horrors of 
'Oedipus Rex 1 


matched musical idiom - though 
patently more symphonic than dra- 
matic. What kind of “drama" Sellars 
had in mind, however, remained 
obscure. 

In his customary way, Sellars' princi- 
pals, in c a s u a l modern dress, marked 
no differences in rank or status; and 
Willard White had to lend his grand 
bass-baritone to the severe Creon, the 
seer Tiresias and the Messenger who 
brings the ghastly final news, as If they 
were a single, generalised character. 

Hans Vonk conducted the Radio Phil- 


harmonic Orchestra with acute sympa- 
thy and grinding weight (more funereal 
than fraught, I thought), and the King 
and his incestuous Queen Jocasta, 
Chris Merritt and Lorraine Hunt, were 
respectively dry-but-elegant, and 
darkly impassioned. 

It made a good, if not altogether con- 
vincing, evening - but not as exciting 
as Sunday’s Concertgebouw matinee, 
when Birtwistle’s ...agm... was the cen- 
trepiece of a great concert by Pierre 
Boulez with the Ensemble InterCon- 
temporain and the superb BBC Singers. 

I doubt that ...agm.-, now 20 years 
old. has ever sounded so beautiful as in 
the Concertgebouw’s incomparable 
acoustic, where the intrepid chorus and 
the strange top-and-bottom-heavy 
ensemble found tbeir just balance at 
last Richly and cogently imaginative, 
lucidly developed in hallucinatory con- 
trasts (struggling up from inarticulacy 
to eloquence, then choking away), it 
gripped the Amsterdam audience’s 
attention from start to finish and 
earned a triumphant ovation. 

Boulez lavished no less telling care 
upon it than on his own cantata, cum- 
rrnngs ist der diduer (1970), as pretty 
and witty a piece as be has ever com- 
posed. How he has mellowed! Not only 
were his Stravinsky and Bartdk easy 
and jaunty, but he treated Webern's 
sparsely abstract op. 24 Concerto to the 
most tender performance I've heard. 


Boutez conducts foe London Symphony in 
Stravinsky, Ravel and Eflkrtt Carter at foe 
Barbican tonight, and on Sunday In more 
Carter, Schoenberg, Bartfk and Debussy. 


international 


AMSTERDAM 

OPERA- - 

datheriands Opera, Hot 
Muztoktheater 

Tflfc 31-20-551 8911 . 

Oedipus Rax and psalm«a , utyroTo™ e: 
Stravinsky doubfe-bOL New, 
conduction with foe Salzburg 
festival, dhwted by Peter SeUars. 

The conductor Is Hans Vonk, and foe 
cast includes VWUard White; 

Mar -IS, 1 B : : : - 

BERLIN 

CONCERTS 
Phflharmonle - 

Tei- 49-30-2548 8354 - 

Berlin PhWwnuonic Orchestra: 
cdnckicted by PWBppe Hemeweghe In 
Bach’s Passion. Whh so**** 
tndudrig Arme-Sofle von Otter ana 
Matthias Goeme; Mar .17 

DANCE 

Deutsche Oper ' 

Tot 404044384-01 
..ieftattenvon sehnsucht- Lasr 
Sues: premiere of a new work 


Massimo Moricone and Mauro 
Bigonzetti; Mar 13 

CHICAGO 

CONCERTS 
Orchestra Hafl 
Tel: 1-312-294-3000 

www.chicagosymf3hony.org 

Chicago Symphony Orchestra: 
conducted by Oliver Knussen in 
worts by Stravinsky, Lieberaon and 
Knussen. With soprano Lucy Shelton 
and horn soloist Gail WiDiems; Mar 
12, Iff, 14, 17 

EDINBURGH 

EXHIBITIONS 

National GaBery at Scotland 
Tel: 44-131-624 6200 
Discovering the Italian Baroque: The 
Deris Mahon Cottection. Consisting 
of 17th and IBtti century Italian 
paintings by v artists Including 
Guerdno; ends-en Sunday 


FLORENCE 


a swre by Wftfrted Marla Da^- 

piopartme also includes worts uy 


OPERA 

Teatra Goldoni 
Tet 39-65-211158 

wwwjnaggk3fkirentirto.com 

Orfeo: by Montfvertfl. New staging by 
Luca Ronconi. to celebrate the 
reopening of the Teatro Goldoni. The 
conductor is Rend Jacobs; Mar 12, 
14. 15, 17 

HOUSTON 

DANCE 
Houston BaOet 

7a/: 1-713-227 2787 
The Snow Malden: premiere of a new 
-toll-length work choreographed by 
Ben Stevenson to a Tchaikovsky 


score arranged by John Lanchbery, 
in a co-production with American 
Ballet Theatre. Bolshoi ballerina Nina 
Ananiashvili win make her Houston 
debut In the title role. The designs 
are by Desmond Heeley; Mar 12, 

14, 15 

LONDON 

CONCERTS 
Barbican Hall 
Tel: 44-171-638 SS9f 

• Elliott Carter 90th Birthday 
Celebrations: Piene Boulez conducts 
the London Symphony Orchestra In a 
programme of works by Revel, 

Carter, Stravinsky and Prokofiev. 

Mar 12 

• The Royal Opera: Mefistofele, by 
Boito. Concert performance, 
conducted by Bernard Haitink. Cast 
includes Samuel Ramey; Mar 14, 16 

Royal Festival Hall 
Tat 44-171-980 4242 

• Beethovenhalte Orchestra: 
conducted by Marc Soustrot in 
works by Beethoven. With violin 
soloist Raphael Oleg; Mar 15 

• London Philharmonic Orchestra: 
conducted by Mark Elder in Bach's 
Mass In B minor, with the Choirs of 
Westminster and St. Paul's 
Cathedral; Mar 15 

• City of Birmingham Symphony 
Orchestra: conducted by Sir Simon 
Rattle in works by Boulez and 
Messiaen; Mar 16 

EXHIBITIONS 
National Gallery 

Tel: 44-171-8393331 
Recognising Van Eyck: bringing 
together several rare works by the 
15th century Netherlandish master 
alongside other works: ends on 


Sunday 


OPERA 

English National Opera, London 
Coliseum 

Teh 44-171-632 8300 

• La Boh&me: by Puccini. Steven 
Pimkitfs production Is revived by 
Barry Atkinson and Frances Moore, 
and conducted by Emmanuel Joel; 
Mar 12. 14, 16 

• The Sfadr of Love: by Donizetti. 
New production, directed by Jude 
Kelly and designed by Robert Jonas. 
The conductor is Michael Uoytf; 

Mar 17 

• The Tates of Hoffman: by 
Offenbach. New production by 
Graham Vick, conducted by Paul 
Daniel/Wiliam Lacey; Mar 13 

LOS ANGELES 

CONCERTS 

Dorothy Chandler PaviEon 

Teh 1-213-365 3500 
Los Angeles Philharmonic: world 
premiere of a specially 
commissioned work try Undbarg, 
Fresco, conducted by Esa-Pekka 
Salonen. Programme also includes 
works by Bernstein and Schumann; 
Mar 12, 13, 14, 15 

MADRID 

CONCERTS 

Autfitorio Nacional 

Tel: 34-1-337 0100 

London Symphony Orchestra: Pierre 

Boulez conducts works by Bartok, 

Schoenberg, Carter and Debussy; 

Mar 14 

Manchester 

CONCERTS 


Bridgewater Hall 
Tel: 44-161-907 9000 
Kiri Te Kanawa: recital by the 
soprano, accompanied by pianist 
Julian Reynolds; Mar 13 

MILAN 

OPERA 

Teatro aUa Seals 
Tet 39-2-88791 
www.tascBJaMTffano.lt 
Kovancfna: by Mussorgskf. 
Production from the Mariinsky 
Theatre of St Petersburg conducted 
by Alexander Po&nichka in a staging 
by Fedor Lopukhov, with designs by 
Fedor Fedorovski; Mar 13 

NEW YORK 

CONCERTS 

Avery Fisher Hafl, Lincoln Center 

Tel: 1-212-8755030 
New York Chamber Symphony: 
conducted by Gerard Schwarz in 
works by Roussel, Mendelssohn, 

Kolb and Haydn. With violinist Elmtf 
Oliveira and pianist Michael Boriskin; 
Mar 14. 15 

Carnegie Hafl 

Tet 1-212-247 7800 
www.camegteftsff.org’ 

• San Francisco Symphony 
Orchestra: conducted by Michael 
Tibon Thomas In Mahler’s Symphony 
Na 6 In A minor; Mar 12 

• San Francisco Symphony 
Orchestra: conducted by Michael 
Tilson Thomas in works by Copland, 
Rachmaninov and Stravinsky. With 
piano soloist Jaan-Yves TWbaudat; 
Mar 13 

EXHIBITIONS 

MetropoBtan Museum of Art 


Tel: 1-212-879 5500 
www.metmuseum.org 

• Paul Strand, Orca 1916: 
comprising 50 rare prints tracing the 
photographer's transition from a 
soft-focus style to a bold, American 
modernism; to May 31 

• Pierre- Paul Prud'hon (1758-1823): 
first American retrospective of work 
by the court painter and draftsman, 
who won acclaim during the years 
spanning the French Revolution, the 
Empire and the Restoration for his 
allegories and portraits, includes 60 
paintings and 100 works on paper; to 
Jun 7 

OPERA 

Metropolitan Opera, Lincoln Center 
Tel: 1-212-362 6000 
wwwjnetopera.org 

• Lohengrin: by Wagner. New 
production by Robert Wilson, with 
costumes by Frida Parmoggleni; Mar 
13,17 

• Samson et DaDIa: by SaJnt-Safins. 
New production by Bl|ah Mosrinsky, 
with designs by Richard Hudson; 

Mar 14 


PARIS 

CONCERTS 

Sale Pfeyel 

Tel: 33-1-4561 6589 

Orchestra de Paris: conducted by _ 

Semyon Bychkov in a concert 

performance of Strauss's Etektra; 

Mar.lS, 15 

Theatre des Champs Bys4^ 

Tel: 33-1-4952 5050 
Orchestra dsa Champo-aya^es; 
conducted by Philippe Herrewaghe in 
works by Beethoven, with violin 
soloist Alessandro Moccla. cgM 
Pieter Wtspaiwey and piano soloist 


Ronald Brauligam; Mar 13 

TOKYO 

OPERA 

Bunfcamura 

Tek 81-3-3477 9999 

Canadian Baroque Opera Company 

■from Toronto: La Noqb cfl Figaro, by 

Mozart (In English with Japanese 

subtitles); Orchard Hall; 

Mar 12, 13 

WASHINGTON 

JAZZ 

Kennedy Center 

Tel: 1-202-467 4600 

Wynton Marsalis: performance by the 

trumpeter; Theater Lab; Mar 14 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for Europe 
can be received in western Europe 
on meeflum wave 648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN international 
Monday to Friday, GMT: 

0ft3(h Moneyffne with Lou Dobbs 
1330: Business Asia 
19-30: YJorfd Business Today 
22JXk World Business Today Update 

• Business/Market Reports: 

05:07; 06:07; 07:07; 08:20; 09:20; 
1020; 1120; 1132; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTIV 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 



PETER MARTIN 


The merger police 

Companies in some industries seem to do everything to win customers 
apart from cutting prices. That is why we need competition regulators 


Some days it seems as if 
Karel Van Miert and Joel 
Klein are the two most 
important people in the 
business world. In the past 
week, threats of antitrust 
actions hum these two men 
- the key figures in 
competition policy for the 
European Union and the US 
respectively - have hung 
over the proposed mergers 
between Reed Elsevier and 
Wolters Kluwer, between 
Lockheed Martin and 
Northrop Grumman, and 
between WorldCom and MCI. 
In the first of these cases, 
the threat derailed the deal 

Global big business is in 
one of its periodic phases of 
consolidation. The antitrust 
authorities are trying to 
slow the process down. At 
the heart of the battle lies an 
uncomfortable fact of 
business life: the 
profitability that investors 
demand is incompatible with 
perfectly competitive 
markets. 

Probably the most 
influential management 
book of the past quarter 
century throws light on the 
problem. This is Michael 
Porter’s Competitive 
Advantage. In it. Porter 
explores the “value-chain" 
approach to corporate 
analysis that has kept 
management consultants In 
BMWs ever since. But this 
useful tool ex plains only 
part of the book’s appeal 
More seductive still is the 
doctrine that the structure 
of the industry in which a 
company competes is more 
important to its long-run 
profitability than the actions 
of its management A 
well-run company in a 
poorly structured industry 
usually does worse than a 
mediocre company in a 
benign environment 

This dictum has been 
embraced wholeheartedly by 
corporate managers. It 
provides a perfect excuse for 


poor performance - “don’t 
blame me, blame the 
industry”. And it gives chief 
executives the justification 
for heroic acts of corporate 
transformation, always more 
enjoyable than actually 
managing the business you 
inherited. 

Stuck in an industry that’s 
a Porter esque nightmare? 
Don’t fight it change it 
either leave the Industry 
altogether (as Primer! ca did, 
for example, by turning 
itself from tin can maker to 
global financial services 
behemoth>; or restructure 
the industry in your favour. 

Either way, the result is a 
wave of mergers and a sharp 
redaction in the number of 
competitors. One definition 
or an undesirable industry, 
after all, is one in which 
there is little pricing 
discipline. Of course, there 
are concentrated industries 
in which price-cutting is rife 
- either because of the 
inherent cost structure of 
the business or the 
cantankerousness of the 
protagonists. But in general, 
a concentrated industry is 
less likely to be subject to 


such forces than a highly 
dispersed one - particularly 
if this fragmented industry 
has no dear price leader for 
everyone else to follow. 

So one important way for 
a company to achieve 
attractive returns is to 
change a fragmented 
industry into a concentrated 
one, transforming the 
competitive environment. Of 
the three proposed mergers 
mentioned above the first 
two - in the electronic 
publishing and defence 
industries - were the final 
steps of industry 
consolidation. The exact 
outcome in market power 
and pricing could not 
accurately be predicted, but 
only a long-odds gambler 
would have bet against the 
merged company gaining in 
both respects. 

The third, in US 
telecommunications, is 
nothing like so conclusive: 
the industry is still in an 
imma ture, highly 
competitive stage. But it is 
maturing fast and, if the 
deal does go through, it will 
eventually be an important 
contributor to restoring calm 



and discipline to an unruly 
arena of competition. 

. It might seem odd to say 
that highly concentrated 
industries do not compete. 
After all, the best-known 
industry battles are between 
two or three evenly matched 
protagonists: Caterpillar and 
Komatsu, Coca-Cola and 
PepsiCo, Nike and Reebok. 
Apple and IBM. Tesco and 
Sainsbury, and so on. Of 
course, such businesses 
compete fiercely on every 
level - except one. In 
general, they do their best to 
avoid outright, across-the- 
board price competition. 

They compete in service, 
in branding, in technology, 
in product differentiation, in 
market segmentation, in 
loyalty premiums, in specific 
and narrowly focused 
promotional offers - but not 
in basic, everyday 
price-cutting. One way of 
looking at marketing, the 
discipline that dominates 
modern corporate life, is as 
the systematic avoidance of 
price competition, and the 
exploitation of every 
alternative route to 
customer favour. 

Against this background, 
it is not surprising that 
competition authorities 
come to wield great 
influence. If financial 
markets seek companies that 
generate above-average 
returns, they are likely to 
encourage those mergers 
that promise to make them 
feasible, by limiting price 
competition and replacing it 
with the calm of the 
oligopoly. Managers of 
acquiring companies are 
richly rewarded for bringing 
about such combinations; 
and there is enough profit to 
spare to compensate the 
losing managers, too. 

Managers cannot be 
blamed for trying to alter 
industry structures in their 
favour. Over the years, such 
changes have given us 
valuable business 
innovations: nationwide 
banking, standardised fast 


food, integrated food- 
retailing logistics chains , 
and so on. But equally, 
managers cannot complain 
when their natural thrust 
towards oligopoly is halted 
by competition authorities. 
This is often rough justice: 
some deals get stopped while 
others sneak through. But 
rough justice is better than 
no justice at all. 

Peter. Martinia>FT.com 



letters TO the EDITOR 


Preference for Microsoft is not 
a sign of consumer approval 


From Mr Roger Lawson. 

Sir. Martin Wolfs article. 
“Leave Bill alone" (March 
10). contains a uumber of fal- 
lacies. He says “consumers 
have shown their approval 
of Microsoft by preferring its 
products to available alter- 
natives". In reality, most 
consumers have bar! little 
choice but to buy Microsoft. 

There are only two other 
reasonably available PC 
operating systems. Apple's 
and IBM OS/2. The former 
has never been seen as a 
practical system for business 
users as it is not supported 
by many software applica- 
tion packages, plus the com- 
pany has big question marks 
against its long term sur- 
vival. The latter is effec- 
tively a “dead" operating 
system as IBM has publicly 
stated that it is unlikely to 
be developed further. 

Both systems combined 
have less than 10 per cent of 
the market and arc falling 


further Therefore. Microsoft 
has a dc facto monuply of 
the market for PF operating 
systems, and has done so 
since IBM save it the market 

in the early 

Mr Wolf has clearly never 
made a purchasing decision 
in relation to PC equipment. 
Then? is no practical choice 
uf operating system at pres- 
ent other than Microsoft 
Windows 95 for most 
purposes. 

Microsoft only managed to 
establish such a monoply 
because IBM was con- 
strained from doing so by 
previous antitrust action 
and consent decrees. It was 
restrained from ope rating a 
variety of practices which 
tend to encourage the devel- 
opment of monopoly condi- 
tions - for example, "bun- 
dling" of different product 
lines together, using product 
cross-subsidies, and using 
proprietary technology and 
interfaces not open to third 


parties- If IBM l«dbeen 

allowed to use such prances 

it would have the monopl? 
of the PC market at present 
^not Microsoft. »«£ 
rent software industn- 
ceni LS that Microsoft may 
well be using those tech- 
niques to extend its monopll 
over areas of the market 

such as internet access 

Mr Wolfs arguments for 
monopolies (the customer 
prefers them, they are more 
efficient, the ^nopohst 
knows best what s good for 
the industry) were exactly 
the kind of arguments used 
bv leading industrialists 
when the US antitrust legis- 
lation was first proposed, if 
you can't make Microsoft 
subject to the principles of 
antitrust legislation, then 
you may as well throw out 
those taws in total. 

Roger Lawson. 

8 Prince Consort Drive, 
ChislehnrsL Kent, UK 


IMF should 
be clearer 
about terms 


End of duty free makes no economic sense 


From Mr Klaus- Dieter 
Hunger. 

Sir. At last a sign of under- 
standing for Europe’s 100m 
duty-free travellers ("Britain 
set to back EU study on abo- 
lition of duty free”. March 
7-8.1. Tony Blair, the UK 
prime minister, could do a 
lot to make the idea of a 
European Union more popu- 
lar and socially acceptable if 


he supported continuation of 
duty free in addition to back- 
ing a study on the economic 
and social consequences of 
its abolition. 

A London research insti- 
tute has forecast that around 
140.000 jobs will be lost if 
duty free is banned. It does 
not require Brussels bureau- 
crats to present new legisla- 
tion to stop the clock on the 


scheduled ending of duty 
free, merely a move by 
Europe's finance ministers. 
It makes no sense to stick to 
a decision that has been 
overruled by social and eco- 
nomic reality 

Klaus-Dieter Hunger. 

Wal dings tr. 7 A, 

D-22391 Hamburg. 

Germany 


From Mr James Wzmberley. 

Sir. Professor Martin Feld- 
stein contrasts the condi- 
tionality of International 
Monetary Fund lending 
unfavourably with tradi- 
tional central bank lending 
of last resort (Personal View, 
March 5). Central banks do 
tend without stint to their 
domestic banks in a panic: 
true, but they are organs of 
national governments that 
have other instruments for 
cracking down at leisure on 
crooks and fools. The IMF 
has no soch back-up, and 
automatic lending to meet 
panic runs on currencies 
would create a moral hazard. 

What I -find unseemly is 
the IMF’s sudden discovery 
of grave structural flaws 
about which it had been 
silent before; or so discreet 
as to make no difference, 
against the background of 
its general enthusiasm for 
dismantling barriers to 
movement of trade and capi- 
tal. Instead of the IMF’s 
making it up as it goes 
along, future arrangements 
could draw on the other fea- 
ture of central bank lending 
of last resort: credible rule- 
based prior commitment. 
Why can't the conditions of 
bail-outs be spelled out 
clearly in advance? 

James Wimberley, 

2 rue de Cheverny, 

F -67000 Strasbourg, 

France 


Personalised utility regulation comes at a high price 


From Mr Dieter Helm. 

Sir. Max Wilkinson's 
almost utopian view of util- 
ity regulation (“Battle with 
the past’’. March 10) provides 
neither an accurate picture 
of the present, nor does jus- 
tice to those who wish to 
build upon it. The current 
regulatory system is highly 
personalised, with consider- 
able discretion given to just 
five individuals over some of 
the most important elements 
of the British economy. This 
discretion comes at a price - 
one of the highest costs of 
capital among developed 
countries' utilities. 

Nor is the regulatory 
record to date as pure, 
impressive or consistent as 
he imagines. Profits are 
interfered with between peri- 
ods; social objectives are 
already crudely incorpo- 
rated; and politics have 


played their part under both 
parties. Pure fixed-period 
RPI-X survives in name 
only, profit sharing, re- 
opening price caps, failure to 
implement Monopolies and 
Mergers Commission recom- 
mendations, changes in out- 
puts and obligations within 
periods, and the windfall tax 
are but some examples of 
regulatory practice Mr Wil- 
kinson conveniently ignores. 

It would be nice to imag- 
ine that governments will 
always manage to recruit 
exceptionally talented, non- 
political people who could 
then be trusted to pursue 
independently the public 
interest. But a regulatory 
regime should be based upon 
ordinary mortals. Further- 
more, utility services do 
have important social and 
environmental attributes. 
They are unlikely ever to be 


sold like baked beans at Tes- 
ros. as Mr Wilkinson might 
like, and will always have a 
"political" element A regu- 
latory regime that recog- 
nises this fact Is likely to be 
more stable than one that 
pretends otherwise. 

Unlike the academic 
experts Mr Wilkinson claims 
support his rosy view, many 
have pointed to pragmatic 
ways in which the regime 
can be reformed to create a 
stable and socially responsi- 
ble framework, and which 
might help drive down the 
cost of capital to more rea- 
sonable levels. These 
include: depersonalisation of 
regulatory offices; merger of 
the energy regulators; split- 
ting regional electricity com- 
panies’ licences between sup- 
ply and distribution; setting 
clear guidelines on the 
underlying methodology of 


price reviews; making the 
political and social frame- 
work explicit through pub- 
lished guidelines; providing 
customers with a stake in 
abnormal profits through a 
profit-sharing element; mak- 
ing regulatory bodies more 
democratically accountable. 

None of these is particu- 
larly radical, and they are in 
the interests of both inves- 
tors and customers. It is to 
be hoped that the govern- 
ment will implement them. 
The real danger is that, as 
time goes by. Labour realises 
just how much discretion 
the Conservatives gave to 
the regulators, and starts to 
appoint some of its own 
“good chaps” to exploit it 

Dieter Helm, 
fellow in economics. 

New College, 

Oxford, UK 
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PERSONAL VIEW JUDY SHELTON 


A walk in Bretton Woods 


J apan has raised the 
stakes in discussions 
of how to overhaul the 
global financial sys- 
tem by suggesting it might 
be time to return to fixed 
exchange rates. 

It would be easy to dismiss 
the proposal for this new 
Bretton Woods agreement 
advanced by Eisukc Sakaki- 
hara, Japan's vice-minister 

of finance for international 
affairs, as a nostalgic 
impulse. Or worse, an 
attempt to use currency dis- 
order as the scapegoat for 
the endemic structural prob- 
lems in Asian economics. 
However, the rush to dis- 
credit the notion that the 
global economy would he 
better served by an orderly 
international monetary sys- 
tem than by today's 
free-for-all reflects just how 
profoundly thinking on this 
subject has changed. 

The essential function of 
money is to serve as a unit 
of account. Individuals 
should he able to rely on 
money and the price signals 
it conveys; daily personal 
decisions about whether to 
buy or sell, consume or 
invest, depend on sound 
money for their validity. 

Keynesian principles 
developed earlier this cen- 
tury, though, provided aca- 
demic justification for 
adjusting the purpose of 
money from serving the 
needs of people to accom- 
plishing the objectives of 
government. Budget deficits, 
along with the ensuing infla- 
tion, were deemed useful to 
stimulate the economy. 
Money became a vital tool of 
domestic policy. The upshot 
was tlic “stagflation" of the 
1970s and the discrediting of 
excessive Keynesian demand 
management. However, by 
the 1980s the virtues of 
“sound money" at home 
were once more clearly 
understood. 


Calls for a return to fixed exchange rates 
deserve a respectful hearing 


Similarly, on the interna- 
tional front, the idea that a 
nation could gain a trade 
advantage in foreign mar- 
kets by compromising the 
value of its money was seem- 
ingly disproved by the 
disastrous “beggar-thy- 
neighbour" episode of the 
1930s. Indeed, the compelling 
force behind the 1944 mone- 
tary conference at Bretton 
Woods. New Hampshire, was 
the resolve of participating 
nations to prevent currency 
wars (and real wars) by- 
establishing a stable interna- 
tional monetary foundation 
to support free trade. 

It thus seems peculiar that 
the IMF - which came into 
being at that very confer- 
ence - today poses institu- 
tional resistance to fixed 
exchange rate mechanisms 
rather than providing sup- 
port . Given that a consensus 
has gradually emerged since 
the late 1970s that inflation 
ultimately undermines job 
creation and economic 
growth, and that the mast 
important responsibility for 
central bankers is to main- 
tain price stability, one 
might expect the corollary 
realisation in the world of 
international finance. Fixed 
exchange rates would logi- 
cally provide the most appro- 
priate and desirable mone- 
tary environment for the 
global marketplace and its 
participants. 

Despite the indictments 
launched against its lending 
practices, insider dealing 
and corrupt government. 
Asia's problem is fundamen- 
tally the result of currency 
collapse. The “crony capital- 
ism" argument has been 
overworked: even the most 
solid loan is apt to turn sour 
when the unit of account 
that denominates the value 
of the underlying asset has 


decreased 70 per cent while 
payment is still required 
under the original terms. No 
wonder Indonesia is seeking 
to stabilise the rupiah as a 
priority in its economic 
reform programme - in defi- 
ance of the IMF. 

The crux of the dispute: 
Should money preserve its 
own Integrity as a standard 
of value or be used as a flexi- 
ble instrument of economic 
policymaking? a disciplined 
fixed-rate currency mecha- 
nism ensures that the value 
of money Is determined by 
rule of law, not of men. 

If the fall of communism 
has revealed the folly of cen- 
tral planning and bureau- 
cratic oversight, it would 
seem the IMF Is on th* 
wrong side of the debate 
over suitable monetary 
arrangements for the next 
millennium. Government 
intervention is out. govern- 
ment protection of private 
property rights is in. Sound 
money, arguably, is the most 
fundamental economic prop- 
erty right in capitalist societ- 
ies built on Tree markets 
Maintaining its value as a 
consistent measure, a reli- 
aMe unit of account, is more 
toan just a government func- 
tiomlt^samoralobiigatlon. 

for a new interna- 
tional monetary system 

5?® ed fi xed exchange 
rates deserve a respectful 
hearing a decision to fix the 
value of money addresses 
our core beliefs on the 

JU® ro]e of government 
and deepest convictions nr 
political philosophy. If Cur . 

cannot be manipu- 
hfr* »* thCr for dotnes tic or 

hn+T nat,onal purposes - 

then national economies 
cannot be stimulated 
through false monetary ^- 
nals. Cross-border trade 

would bo driven by goSSe 


comparative advantage, 
distorted price sign 
obtained through comp 
tive depreciation. Fi: 
exchange rates would ens 
that in the global econc 
of the future, compete, 
counts. 

Of course, how 
exchange rates are fixec 
critical to the viability 
any new monetary regi 
Under the Bretton Wo. 
system, the currencies 
participating nations co 
be converted into the do 
at a fixed rate and fore 
central banks could con\ 
the dollar into gold at a fi: 
rat ®- .But important soc 
political and econot 
changes since Bretl 
Woods need to be conslde 
in constructing a new < 
tem. The primacy of the ii 
*1dual has asserted itself 
the technology-driven n 
economy with the impli 
tion that private citizi 
should be able to conv 
national currencies into 
reserve asset The resei 
asset for any new moneti 
system should not be I 
dollar. Gold rem ains 
apolitical and universa 
acceptable standard of val 

The chances of world le 
UU «“ 9| dering a new Bi 
ton Woods agreement ; 
better than they mis 
appear initially. For As 
such a move could bri 
about needed stability. I 
52* benefits woi 
accrue to Us single currei 
in terms of instant credit 
For the US. alrea 
tasking m conditions of l< 
inflation, the payoff 
continuity. 

sound m* WOrld ’ access 
sound money is reward 

The author i s professor 

SSHSt? finance 

SscuelQ de Qraduac 

Lideracgo Empresarial 
Monterrey. 
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Negotiating with 
Mr Suharto 


COMMENT & ANALYSIS 


President Suharto’s re-election 
for a seventh term as Indonesia's 
leader was predictable, but it 
does nothing to relieve the agony 
feeing Ms country. His twists and 
turns to escape Indonesia’s dire 
economic crisis also pose a real 
headache for the Internati onal 
Monetary Fund and for the hith- 
erto well-disposed governments 
that have to deal with him 

The IMF must weigh up two 
risks. One is that a rift with 
Indonesia could derail efforts to 
calm the crisis afflicting the rest 
of the region. The other is that 
its reputation would suffer a 
grievous blow if it were perceived 
to have caused the downfall of 
the Suharto regime with a pro- 
gramme that was too harnh. 

For their part, the US and 
other governments must now 
start considering seriously how 
far it is worth propping up a 
regime that may well be on the 
way out. The temptation to do so 
is strong, given the lack of an 
obvious alternative leader and 
the fear that inrinnmd^ could slip 
into anarchy as its economy dete- 
riorates, destabilising all of 
south-east Asia. Yet Mr Suharto’s 
erratic record in dealing with the 
crisis - promising reforms that 
he fails to deliver - suggests 
there may be little mileage in 
this approach. 

Clearly the outside world can- 
not openly abandon him, since 
that would be taken as wilful 
Interference in Indonesia’s inter- 
nal political process. Equally 
clearly, It cannot ignore nall« to 
provide emergency relief in the 


form of food and medicine, when 
both are in critically short 
supply. 

But Mr 1 Suharto has now 
flouted his IMF agreements twice 
in sdx months. That does not hold 
out much promise for the third 
attempt at a solution, due to get 
under way next week. 

The Fund has to keep trying, 
but, however worried it is about 
regional contagion, it would be 
quite wrong to sacrifice basic 
principles with an agreement 
that simply buys a little time. 
Any revised deal must be tough 
and backed up by stiff p enal ties 
that will encourage compliance. 
As to governments, they should 
neither hasten the process of 
political transition, nor delay it 
with misguided efforts to sustain 
Mr Suharto in office if it is dear 
that his own intransigence is 
aggravating economic and social 
collapse. 

The chances are that Mr 
Suharto cannot survive long if he 
foils to rise to the challenge 
posed by hyperinflation, severe 
economic contraction and short- 
ages of basic goads. 

A country as important as 
Indonesia facing such a plight 
deserves generous assistance, but 
help is worthless unless it is 
channelled through a iA»ripr who 
Can co mman d genuine popular 
support and has the credibility to 
deliver economic reform and 
clean government. If Mr Suharto 
ceases to qualify, then Indones- 
ia's benefactors will have to wait 
tall the country can come up with 
someone who does. 


Magnum force 


Ice cream is the ultimate impulse 
product, azxl success in the busi- 
ness means ensuring that — like 
Coca-Cola - it is never more than 
an arm's length from desire. A 
company that ties up the local 
retailers that axe within arm's 
length of most consumers can 
freeze out its competitors. It. is 
hardly surprising, then, that Uni- 
lever Is so anxious to defend dis- 
tribution arrangements that have 
achieved this far its ice cream 
business in Ireland - arrange- 
ments condemned yesterday by 
the European Commission. 

HB, Unilever’s Irish subsidiary, 
follows the practice-: common in 
Europe of lending retailers’ 
freezer cabinets to display its ice 
cream oh condition that no com- 
petitors’ products are stared in 
them. Providing freezers helps 
ensure the integrity of the cold 
r fram needed, to distribute ice 
cream. It also gives an over- 
whelming advantage in keeping 
competitors such as Mars out of 
^mailer shops that have no room 
for a second cabinet. . 

The Commission has ruled that 
this forecloses the Irish market 
for competitors. Ketaflers can get 
rid of the HB cabinet by giving 
two months’ notice, but in prac- 
tice they do not see why they 
should refuse a free gift. The 
result Ts that HB has 85 per cent 
of the ice cream market and Uni- 
lever finds itself condemned for- 
afruring its market position. 


The company will appeal 
against the decision and request 
a deferral of the demand that it 
unwinds the arrangements 
within three months. It may suo- 
- ceed in the latter - as it has in 
past brushes with competition 
-Authorities on the issue. But if, 
on the other hand, the decision is 
upheld, Unilever feces the likeli- 
hood of claims for damages from 
competitors - Including Mars, 
which launched the challenge. 
And similar cases may he raised 
in other EU countries where Uni- 
lever has adopted the practice. 

'Whether Unilever is right to 
continue its fierce defence, of its 
policy is debatable. The group’s 
marketing and product innova- 
tion skills are largely responsible 
for its strong market position. It 
would do better to focus on main- 
taining those efforts, negotiating 
an agreement with competitors 
that would extract payment for 
allowing them into its cabinets. 

There is another ; argument 
which Unilever might consider. 
Allowing competitors’ products 
into its freezers could boost the 
market by widening choice. Most 
other impulse products;- confec- 
tionery, cigarettes, newspapers, 
soft drinks - share shelf space 
with their competitors because to 
exclude them would diminish 
their own sales by reducing 
choice. It is hard to see any fun- 
damental reason why Jce cream 
should not do the same. 


Appeasing China 


For the first time since, the 
Tiananmen Square massacre in 
1989, the European Union 

nor any of its members will table 
or support'd resoluticni' censuring 
rihiwa ai the annual session of 
the UN Cmnmissian an Human 
Rights, which opens in Geneva 
an Monday, -This seems an odd 
way far the EU to mark the 50th 
anniv ersary year of the Universal 

Declaration on Human Rights, 

and for the UK presidency to 
demonstrate the “ethical tfnnen- 
sjon" of its foreign policy. 

TTrvHi 1996 the EU as a bloc 
supported the US in bringing a 
resolution condemning human 
rights abuses, before tl« ajnms- 
sian. Last year France withdrew 

its support at . the last mbrnte, 
just as Jacques Chirac, French 
. President, prepared to pay a vrnrt 
to China. Germany; Greece, Italy 
and Spain- proWJyfol^wg 

suit This year EU foreign mmifr 

ters have decided that Tn vmw of 
the encouraging rf 

EU-China human rights dia- 
logue . . . neither the presidency 
Sh e member states q should 
table or co-sponsor a draft 
resolution”. This in tmmpuisthe 
US in a very awkward 1 

will probably follow Europes 
leflA so as not to risk complica- 
ting am Clinton’s planned tnpto 
-China-ibis year and sacrificing 
lucrative commercial 
. china has made progress, an 
timer at feast, in ^forming to 
u2al system. It has also made 


some significant gestures in 
response to international con- 
cern: allowing a visit by a UN 
group on arbitrary detention, 
si gning the International Cove- 
nant on Economic, Social and 
Cultural Rights, inviting Mary 
Robinson, the UN hu m an rights 
commissioner, and releasing the 
fn'iwMifi dissident Wei J ingshen g, 

But it has still not signed the 
covenant on civil and political 
rights. It still has thousands of 
poHtiflni prisoners, grossly unf air 
trials, widespread torture and 
ill-treatment, and extensive use 
of the death penalty. As for the 
courageous Mr Wei. he says he 
was not released but “forced into 
exile in the United States in the 
r ami> of medical parole”. 

The Clinton administration 
was wrong to link trade with 
Ch ina to human rights when it 
gist wme into office. But Europe 
is now allowing China to make 
the link in reverse, as one coun- 
try after another decides to keep 
mom on human rights in the 
hope of gaining, or for fear of 
losing, lucrative contracts. 

Such fears are exaggerated. 
There is no clear correlation 
between political support for 
China and economic rewards. 
The US far outperforms Europe 
in trade with and investment xn 
China, despite its more strident 
Sne on human rights. The way to 
open China’s markets is trough 
rule-based international trade, 
not competitive appeasement. 


Long and winding download 

With industry leaders announcing profit warnings, Louise Kehoe and Paul Taylor 
look at the winners and losers in the battle of the personal computer makers 


F ifteen years ago, when 
Compaq Computer 
launched a sewing- 
machine-sized “porta- 
ble" clone of International Busi- 
ness Machines' original desktop 
computer, there was behind 
its audacious challenge to the 
world's largest computer group 
than solid engineering anil great 
ambitions. 

Times change - dramatically. 
Today, Compaq is both leading 
the charge of a new elite of com- 
puter makers while being simul- 
taneously jolted by a turmoil that 
is affecting the whole business. 
On the one hand, its pending 
$9.6bn acquisition of Digital 
Equipment promises to make it 
one of the three largest computer 
companies in the world, present- 
ing a much broader challenge not 
only to IBM but also Hew- 
lett-Packard. currently number 
two in computers. On the other 
hand, it has shocked an industry 
long accustomed to telephone- 
number growth by warning that 
it would only break even in its 
first quarter, with sales little 
changed from the same period in 
1997. 

Technology stocks fell briefly, 
not least because Compaq was 
only one of the companies issu- 
ing profits warnings: another 
industry leader, Intel, said that. 
earnings would be lower than 
anticipated because demand for 
Its microprocessor chips - the 
“brains" of most personal com- 
puters - had weakened. Yet all 
thia is happening at a time when 
computers costing $1,000 or less 
seemed to be transforming the 
whole business for the better by 
winning new customers. So what 
is going an in the compute r busi- 
ness? 

The companies themselves 
shed some light, but sot much. 
Intel -said enigmatically that 
orders placed by some of the 
world's hugest PC makers had 
not lived up to its expectations, 
while sales to smaller PC makers 
kept growing. But it was unable 
to offer a full explanation for its 
anticipated earnings shortfall. 

Compaq said it was being 
forced to cut prices to maintain 
its share of the highly competi- 
tive business segment of the 
North American PC market. But 
that merely raises the question: 
why is competition heating up 
like this? And the answer 
appears to be that a broad 
restructuring of the computer 
industry is under way. 

A new elite is emerging 
(including Compaq). Its members 
are set apart from the rest by 
their global presence and large- 
scale service and support 
operations. Their dominance, 
moreover, ranges beyond the cor- 
porate computer and into the 
home. But while the big are get- 
ting bigger, the “second tier" are 
losing ground. 

Last year the top four PC man- 
ufacturers - Compaq, IBM, Hew- 
lett-Packard and Dell - 
accounted for 32. 2 per cent of 
worldwide shipments, up from 
26.7 per' cent in 1996, according to 
preliminary figures from Data- 
quest. the IT market research 
group. Between them, they cap- 
tured 70 per cent of the growth in 
PC units worldwide. Most of their 
gains came at the expense of 
“mid-tier” PC manufacturers - 
companies such as Packard Bell- 
NEC and AST. 

“There is a process of consoli- 
dation under way,” says Michael 
Dell, chairman and founder of 
Dell Computer. Five factors are 
increasing the advantage of the 


PC makers: die many shag be few 





biggest brand-name computer 
companies: 

• Smaller players cannot 
achieve the economies of scale 
enjoyed by the top tier. Dell and 
HP, for example, can demand 
lower prices from component 
suppliers because they buy in 
large volumes. This means that 
smaller PC makers and assem- 
blers cannot compete effectively 
on price. 

• The biggest manufacturers 
can demand “just-in-time" deliv- 
ery of parts from their suppliers, 
enabling than to lower inventory 
costs. Some even insist cm their 
computer screen suppliers ship- 
ping the product direct to cus- 
tomers. They also have the clout 
to form tight relationships with 
component suppliers, providing 
them with early access to proto- 
type chips. 

• The role of PC technology Is 
changing. The Intel microproces- 
sor chips used in the vast bulk of 
PCs are now also powering serv- 
ers used to run entire computer 
networks. Similarly, PC technol- 
ogy is moving into workstations, 
the high-powered desktop 
machines used by design engi- 
neers and financial analysts. The 
largest PC manufacturers have 
been quickest to exploit this 
trend, building substantial busi- 
nesses around PC servers and 
grabbing a growing portion of the 
workstation business. Smaller PC 
companies have been left out of 


this higher-profit segment of the 
market. But even here, prices are 
under pressure. 

• The emergence of “sub-$l,,000” 
PCs has also played to the 
strengths of the largest manufac- 
turers. With their lower* compo- 
nent costs as well as design capa- 
bilities that can be turned to the 
task of minimising costs, the big- 
gest PC makers have quickly 
come to dominate this segment of 
the market. 

These low-cost machines 
accounted for 25 per cant of all 
home PCs sold in the US last 
year, up from just 7 par cent in 
1996. 

And prices are likely to fell fur- 
ther. In response to his compa- 
ny's profits warning, Eckhard 
Pfeiffer. Compaq's president and 
chief executive, said the group 
would cut prices again. These 
price fells mean that, for the first 
time in years. PCs are being pur- 
chased In large numbers by first- 
time buyers, expanding the size 
of the market 

• Channels to market are also 
shifting in favour of the big man- 
ufacturers. Online sales of PCs 
via the internet are growing rap- 
idly but place a premium an com- 
panies with highly efficient and 
flexible logistics and manufactur- 
ing operations. Dell has done 
especially well here. Telephone 
and online ordering make it the 
most convenient supplier for 
businesses purchasing tens of. 


■a£'. 


perhaps even a hundred or more, 
PCs to mqwTid their networks or 
replace outdated machines. 

For these and other reasons 
Compaq should, in theory, be 
well positioned to bounce back 
from its current problems. From 
its roots as a venture capital- 
backed start-up, it has epitomised 
the new computer elite. 

Its acquisition of Digital Equip- 
ment if approved by the US regu- 
latory authorities, would turn it 
into a frilly fledged enterprise 
computer company with global 
hardware and services 
operations. Combined revenues 
for the two companies totalled 
$37.5bn last year, making it a 
serious challenger to HP and IBM 
in most segments of the com- 
puter market The rest of the 
elite also look capable of benefit- 
ing from the present market tur- 
bulence. 

IBM, after struggling for years 
to keep pace with more focused 
compet itor s in the PC industry, is 
in the number two spot hi terms 
of PC unit shipments. Its weaker 
consumer sales last year were off- 
set by strong sales to business. 
Overall, IBM’s shipments grew to 
1&6 per cent in 1997, according to 
Dataquestts figures. 

In contrast, Hewlett-Packard’s 
PC shipments jumped by 553 per 
cent test year. In particular, HP 
made significant strides hr the 
consumer market, building on 
the brand recognition achieved 


OBSERVER 


Indian 

reservations 

There's still no word on who'll be 
India's next finance minister, but the 
shortlist appears to be shortening. 
Officiate of the Bharatiya Janata 
party, which is Ukety to lead the 
coalition, say they expect a sailor 
BJP man to get the nod. 

That appears to narrow the Yield to 
party president Lai Krishna Advani, 
farmer finance minister Yaswant 
SJnha and former party president 
Murti Manohar Joahl - though there's 
speculati on that premier-elect AtaJ 
Behan Vajpayee might do the job 
himself with a couple of junior 

ministers to help owl 

The one rwn-BJP contender 
whose name features in Delhi durbar 
gossip is Ramakrtsftra Hegde, leader 
of the BJP-aHied Lok Shakti party, 
who recently boasted that he had 
presented 13 budgets in Karnataka 
state. He's seen as pragmatic and 
Investor-friendly - certainly more so 
than some of the BJP runners, 

Advani has no known expertise In 
matters financial. Questioned on 
economic issues recently he said: 
■Ask jaswant Singh about that" - 
Singh was the BJP’s pretender to the 
finance ministry until he tost his seat 
In the elections. 

Sin ha was finance minister In the 
run-up to the balance of payments 
crisis of 1991 that forced India into 
its current reform programme, 

Joshi. a physics professor, is 
among the leadership's most 
hard-line advocates of swadeshi - 
sett -reliance. He wants non-tariff 


barriers on Imports, curbs on foreign 
Investment and a slower pace of 
reform. That should go down a treat 
with foreign investors. 

Empire building 

Donny Gordon has been at the helm 
of Liberty life since he founded the 
insurance group four decades ego, 
but his appetite for building the 
business appears as sharp as ever. 
The forceful 67-year-old yesterday 
served notice of a plan to team up 
with Standard Bank, Africa's biggest 
banking group. 

It all made for a busy week In 
Johannesburg, after Tuesday’s plan 
tv Anglo American for a financial 
services aJBance with Hand Merchant 
Bank - a successful niche 
Investment bank - to create South 
Africa's biggest Tested company- 

ft's the latest evidence of the 
transformation of South Africa's 
financial scene - and few have been 
closer to the action than Roy 
Andersen, architect of the 
Johannesburg Stock Exchange's Big 
Bang in 1996 and now group 
managing efirsetor of Liberty Life, 

Tipped as a successor to Gordon, 
his appointment so ruffled the 
feathers of same of Liberty's 
long-serving aid guard that several 
have taken early retirement. 

Liberty wil be looking for an 
amicable deal with Standard, but its 
effective 44 per cent stake In the 
bank would allow it to call the shots. 
Gordon and Andersen should end up 
ruling a more powerful empire. 

By contrast, Anglo says it wait be 
in control of its new venture, and has 


made hay from saying so. The 
markets were so happy to hear that 
the smaller RMB would control the 
new group's executive that, 
according to analysts, the surge to 
Anglo's share price yesterday added 
Sim to the book value of the assets 
it is merging wtth RMB. 

Power lunching 

Take a tong lunch end help the 
community. You can if you work In 
Auckland, New Zealand’s biggest 
city, which Is struggling wtth a power 
shortage. Mercury Energy, the 
electricity supplier is suggesting that 
everyone in the city's business 
district go out for lunch at 11.30, tun 
off the lights and air conditioning, 
stay away until 2 , and keep on 
lunching until a new cable is laid, 
which wifi be a month or two yeL 

Mercuy has dubbed its package 
of energy-saving wheezes Apollo 13. 
after the American moonshot that 
limped home in 1970 after suffering a 
power loss. Ibis mission may have a 
harder lancing. About 600 
businesses are expected to fife a 
lawsuit against Mercury today. 

How wflf ft all affect the 
government's pltre to privatise the 
power companies? That’s something 
to cfiscuss over a tong, tong lunch. 

Ticked off 

In the Grty of London, they’ve been 
trading gifts to fractions since quHl 
pens were the latest teehnotogy. 

Now the pin-strip brigade is feeing 
up to the new-fangled continental 
European decimal system: it’s 


goodbye to good old £ - ‘ticks* as 
they're known In the trade - and ' 
bortfour to baste points. 

You can’t blame Brussels for this 
particular continental drift the 
change was requested by the City's 
gflt-edged maiketmakere who make 
a crest dealing In government debt 
Most reckon it's high time gBts fell 
Into step with their European 
cousins. 

Even so, there’ll be a few 
flag-waving traditionalists who wont 
welcome Napoleonic decimals with 
open arms. Lest we forget, gifts were 
Originally used to finance Britain's 
wars against the-French. 

Ringing bells 

Vietnam has a new weapon in its 
battle with foreign Investor 
frustration: telephone hoffines. But ft 
may be getting Its wires crossed 
about how to use them. 

At a recent faoe-to-faee with 
foreign executives, prime mtotetar 
■Phan Van Khai promised a direct fine 
to his cabinet to bypass Vietnam's 
notoriously muddted bureaucracy. 
Thte week, the ministry In charge of 
foreign investment rushed a 
telephone number into the local 
press, inviting callers. The finance 
ministry has a new Itoe for people 
with gripes about their taxes. 

Getting through, however, has not 
always been easy. One cafier to the 
PM's number found no-one spoke 
English. Anyone tempted to try the 
finance minister might fers.even 
worse: the number printed on Ns 
business card is answered by a 
travel agency. 


by its popular printers to boost 
PC sales, 

Dell takes a very different 
approach to the maritrt. It pio- 
neered “direct sales” over the 
a nd via the internet. 
The company now sells an aver- 
age. of $4m worth of computer 
equipment every day via its web 
sites. As a result it is the fastest 
growing PC supplier. 

Dell was also first to move to a 
“bufld. to order” model, configur- 
ing a PC to the buyer's specifica- 
tions and punrinatfrig costly and 
risky inventories. The group’s 
overhead costs amount to just 
1 X 6 per cent of sales compared 
with Compaq’s 15 per cent 
Dell's success has forced its 
bigger rivals to adopt new safes 
methods. It consistently under- 
cuts their prices in the most 
lucrative segments of foe market 
such as PC workstations and 
servers. 

A nd if foe biggest PC 
makers are being 
squeezed, how is the 
second tier faring? 
Several are already suffering. In 
the US, Packard BeU-NEC and 
AST Research have lost ground. 
Apple Computer, an industry pio- 
neer, has seen its share of the 
world market drop to 5 par cent, 
down from about 10 per cent just 
a few years ago. 

The problems are worse in 
Europe, where several PC makers 
including Escoxn in Germany 
have gone bust and others are 
struggling or have withdrawn 
from key market segments. ICL, 
the UK-baaed computer services 
group majority-owned by Japan's 
Fujitsu, has withdrawn from the 
PC market and others, including 
Olivetti Computers Worldwide, 
spun off from its Italian parent 
test year, have refocused oa the 
higher-margin portable PC and 
business server markets. Among 
the indlgHnong big-hrand Euro- 
pean PC manufacturers, only Sie- 
mens Nixdorf has prospered, 
although its geographic reach 
remains limited. 

Even the big Japanese electron- 
ics groups have struggled to 
make inroads In the PC market, 
although Fujitsu made signifi- 
cant gains in the portable, desk- 
top and server markets in Europe 
last year and. Toshiba remains 
the imrihangngwd leader in the 
mobile computer segment. 

However, Toshiba’s push into 
foe desktop market has bad only 
qualified success, NEC has strug- 
gled to improve the performance 
of Packard Bell which it now con- 
trols. and South Korea’s Sam- 
sung has been forced to accept a 
smaller role for its AST unit 
That still leaves hundreds of 
even smaller PC companies that 
together account for about 25 per 
cent of world sales. They are 
businesses that reach specialist 
or local marketsw 
Their survival depends on their 
ability to offer “high touch” ser- 
vice, promising to respond to 
lndividtial needs fester and more 
effectively than the phone bank* 
of bigger, remote suppliers. In 
their own market niches, these 
"•garage shops” have built a repu- 
tation that even the biggest 
brand nsmea cannot challen ge. 

For consumers, though, the 
changing economics of foe com- 
puter industry probably means 
fewer brand-name choice - but 
lower prices. Already the big 
brand manufacturers are ship- 
ping high-performance machines 
priced at less than $800. For the 
moment, it seems there is no end 
in sight to the PC price crash. 


100 years ago 

Situation In China 
Sir Cfaude Macdonald, the British 
Minister, visited the Tsung-R- 
Yaman on Tuesday lad: and 
lodged a strong protest against 
the cession of lease of Port Arthur 
to Russia, as being calculated to 
destroy the balance of power in 
the East. The Chinese 
Government in Peking declared Its 
inahflfty to withstand the Russian 
demands. The pressure brought to 
bew by Russia on China to secure 
the cfismfcsaJ of British railway 
engineers to the Chinese service 
has not been withdrawn. The 
Tsung-fr-Yamen referred the 
matter to the Director of Railways, 
who declared that the engineers’ 

services were indlspensible, 
•raspoctive of their nationafity. 

50 years ago 

UJC Cam in Geneva 

While prices of British cars at the 

Geneva Motor Show compare 

favourably wfft those of other 

countries, the “showiness” of 
foreign mekee - particularly 
American - provides a certain 
advantage over many of the 
British models. Amenities provided 
in LUS. cars are more elaborate 
than those given In the UJC 
products. Nevertheless, within a 
few moments erf the opening of 
the exhibition, a large proportion 
of tils crowd made straight for the 
section In which moat of the care 
being shown by the 23 British 
exhtottors are housed 
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TH E LE X C OLUMN 

Daring Daimler 


Jurgen Schrempp is walking the walk. His 
“course of value-based management” may 
sound like a mouthful, but yesterday’s 
move shows Daimler's chairman is indeed 
serious about shareholder value. The tax 
manoeuvre enables Daimler to pass on to 
shareholders tax credits it is unlocking 
through a distribution of retained earn- 
ings. For the company the move should be 
financially neutral, but for the vast major- 
ity of shareholders it is good news. 

The payout will include not just the tax 
credit, but retained earnings which the 
company will claw back through a rights 
issue. Whether Daimler actually needs the 
DM7.4bn ($4.15bn) of retained earnings it 
is distributing is a question the company 
is not yet ready to face. But then, it has 
only recently emerged from one of the 
largest industrial restructurings in Ger- 
many. And. until German companies lose 
their fascination for ratios such as equity 
to assets, suggestions that they are over- 
capitalised cut little ice. By these stan- 
dards. Daimler's move is daring and 
should put pressure on others to unlock 
tax credits in a similar way. 

In fact, the only losers if Daimler’s ini- 
tiative catches on will be the German tax 
authorities. This is because the device in 
effect exchanges corporate tax rates for 
shareholders' tax rates, which are gener- 
ally lower. Few will shed tears for the 
bureaucrats, but they may get their 
revenge by closing the loophole. Daimler 
deserves plaudits for exploiting it now. 
The conversion to shareholder value is to 
be welcomed, even if Damascus still lies 
some way off. 

Waste management 

Where there's muck, there’s brass. Or 
so USA Waste has clearly decided, by 
bravely plunging into a $l4bn merger 
with Waste Management. The mere fact 
that USA Waste believes its larger, but 
deeply troubled, rival is not just one 
gigantic sink hole is worth celebrating. 
And there are other attractions. USA 
Waste's proven management fills a vac- 
uum at Waste Management and the deal 
should yield at least $800m of cost 
savings. Finally, the enlarged group, with 
20 per cent of the solid waste market, 
should help the industry regain some of 
its pricing power, ft is small wonder then 
that shares in both surged yesterday. 

Even in their enthusiasm, however. 
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investors should remember what a sorry 
Ule this is. Waste Management is in effect 
being taken over by a company with a 
third of its revenues, at half Its 1992 peak 
share price. And USA Waste is driving a 
hard bargain. The all-share deal values 
Waste Management at eight times 1997 
cash flow, but USA Waste at nearly 22 
times. 

There is another reason for caution. The 
combined group is promising future earn- 
ings growth of more than 20 per cent a 
year. That requires not just the promised 
cost savings, but also internal growth of 
5 per cent at Waste Management, which is 
high by recent standards. And it depends 
on USA Waste’s being able to use its high- 
priced paper to make more acquisitions - 
just like Waste Management used to do 
before it ran into trouble. 

South African deals 

The restructuring of corporate South 
Africa gathers pace. Much of the activity 
has been In the gold sector, where crisis 
conditions have concentrated minds. But 
banks and finanrfgi companies are in a 
similar state of ferment Hot on the heels 
of Anglo American’s merger of its finan- 
cial interests with the Rand Merchant 
bank group comes news that Liberty Life 
and the Standard Rank group finally look 
serious about consummating their 
long-standing relationship. 

These bancassurance deals are simply 
the latest In a long in the flnanriai 
sector, including a rare hostile bid. consol- 
idation among second-tier regional banks, 
and Sanlam and Old Mutual planning to 


demutualise. With all this corporate activ- 
ity. it is little wonder that financial shares 
are up by more than 30 per cent this year. 
With lots of costs to come out, plus power- 
ful demographic forces underpinning rev- 
enue growth, this story may well have 
some way to run. 

Largely absent from this party are some 
of South Africa's industrial dinosaurs: 
Anglo American, South African Brew- 
eries, Rembrandt, Anglovaal - all control 
clumsy collections of industrial busi- 
nesses, But with the string of deals reveal- 
ing unprecedented fluidity in ownership 
structure, it cannot be long before the 
light shines on them too. Economic 
growth re mains disappointing, but the 
fresh breeze of restructuring bolds out 
much promise for investors. 

UK interest rates 

Everyone pricks up their ears to over- 
hear an argument. For that reason alone, 
minutes of the Bank of En gland 's mone- 
tary policy committee are becoming com- 
pulsive reading. At first blush, it might 
seem alarming that an important decision 
on whether to raise UK interest rates has 
become a tug-of-war. At one end of the 
rope are the anti- infla tion purists; at the 
other the less scientific feelers of the UK's 
economic pulse. But with UK interest 
rates at or close to their peak, the turning 
point is bound to excite the most argu- 
ment. The disagreement also reflects con- 
flicting signals: weakening industrial out- 
put and exports and retail sales losing 
impetus, yet labour costs rising while out- 
put remains above trend. 

The hawks are sticking to the letter of 
the MPCs brief: inflation held at 2.5 per 
cent. They say domestically generated 
inflation is well above this, but mitigated 
by a strong pound. So when the pound 
falls, the inflation rate could jump. This 
sounds more logically rigorous than the 
doves’ reference to "signs’’ of a slowing 
economy and “the possibility of weaker 
world activity". 

Yet both sides are holding fingers in the 
wind. With the pound back up above DM3 
amid talk of a soft Euro, who knows when 
it will weaken? Ultimately, it is the 
strength of the economy that will most 
infiupnra inflati on, hence the crystal hall 
gating With rigour balanced by common 
sense, Eddie George, the Bank governor, 
seems right to err on the side of the latter. 
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FT WEATHER GUIDE 


Europe today 

Scandinavia wHl have snow, turn- 
ing to sleet or rain in the south. 
Strong winds will gradually ease. 
The Balkans and eastern Europe 
win become dry with sunshine but 
more snow will spread from the 
east later. Central Europe win be 
showery and breezy but sunny 
spells can also be expected. The 
Alps will have good falls of snow. 
Italy and southern France will have 
thundery showers, and northern 
Spain wiil see a few scattered 
showers. Any showers around the 
eastern Mediterranean wiil start to 
die away but it will be cool. 

Five-day forecast 

Snow will spread across much of 
Scandinavia and eastern Europe 
again on Friday, but the eastern 
Mediterranean wiQ become dry for 
a while before showers return later 
in the week. The rest of the 
Mediterranean will also become 
showery. North-west Ewope win 
turn milder with outbreaks of rain. 
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Brussels agrees plan for 
EU-US free trade area 


By Neb Buckley in Strasbourg and 
Guy de Jonquieres in London 

Proposals for a transatlantic free 
trade area in services were approved 
by the European Commission yester- 
day as part of a sweeping liberalisa- 
tion drive that Brussels said could 
be worth EculSObn <Sl66.5bn» a year 
to the European Union and the US 

The so-called New Transatlantic 
Marketplace was approved with 
little opposition by European Com- 
missioners in Strasbourg, it also 
drew a cautiously positive US 
response. 

The US trade representative's 
office said it “appears to be a reason- 
able framework from which to begin 
a broader dialogue on expanding our 
trade relationship”. 

However, the proposals could face 
resistance from governments of 
some member countries, from which 
the Commission must obtain a man- 
date to negotiate with Washington. 

France said the project cod Id 
undermine multilateral trade liberal- 
isation and. despite positive noises 
from most EU states, said that oth- 
ers privately agreed. 


The centrepiece of the ® 
US-EU free trade area ui man> 
of services and removal of tecluucal 
barriers to trade such as ineompati 
ble product standards. 

The plan could also eliminate 
worldwide tariffs on industrial goods 
by 2010 and further liberalise invest- 
ment. public procurement and intel- 
lectual property between the EL an 
the US. . . 

The Commission wants to excluae 
agricultural tariffs and subsidies and 
audio-visual services from negotia- 
tions. Liberalisation in these areas is 
a US priority . but is politically sensi- 
tive in the EU. Sir Leon Bnttan. 
trade commissioner, said the EU 
would show “sensitivity" to Ub 
demands for other areas to be 
excluded from transatlantic negotia- 
tions. These may include maritime 
services. 

The Commission said an agree- 
ment should not undermine multi- 
lateral agreements and negotiations 
in the World Trade Organisation, 
create new trade barriers for third 
countries, or Impede future EU legis- 
lation. Sir Leon said the New Trans- 
atlantic Marketplace would be a 


•huge leap forward for Europe's rela- 
tionship with the US, bringing with 
ft not only enormously attractive 
economic benefits for business and 
consumers, but a new political 
momentum to relations across the 

Atlantic”. ' 

He said he was confident the plans 
would be on the agenda of the next 
EU-US summit in the UK in May, 
whether or not Brussels had suc- 
ceeded by then in winning its negoti- 
ating mandate. x . , 

Margaret Beckett. UK trade and 
industry secretary, smd the^Comm^ 
sron's approach had not hing 
against it and everything to recom- 
mend it". She pledged to make prog- 
ress on the plan a priority for toe 
final three months of Britain s EU 
presidency. , . _ 

Other EU members, including Ger- 
many. the Netherlands and Italy, 
have expressed cautious support for 
the Commission's proposals. But 
France fears audiovisual trade and 
agricultural subsidies could not be 
kept out of- any EU-US ta lks . 

Hopes for a transformation in BHB 
trade relations, Page G 


Fifa chief backs England plan 
to host World Cup in 2006 

Havelange's support is setback for South Africa and Germany 


By Simon Kuper 


England’s campaign to host the 2006 
football World Cup was significantly 
boosted yesterday when Joao Have- 
lange, president of the sport's world 
governing body, pledged his “ per- 
sonal support". 

The move is a setback for two 
other nations - South Africa, which 
had been initially favoured by the 
Fifa chief, and Germany. 

His surprise statement came after 
a meeting with Tony Blair, the 
prime minister, in Downing Street 

Mr Blair believes hosting the tour- 
nament would be good for the UK 
economy and would raise the coun- 
try’s profile. 

Mr Havelange is due to retire as 
Fifa president in June, but after 24 
yearn in the job his support could 
influence many on the organisa- 
tion’s executive committee, which 
will choose the host in 2000. 

He had been leaning towards 
South Africa, but earlier this month 
said England had a "big chance". 


Tony Banks, UK sports minister, 
said: "He is a very influential 
figure." 

Graham Kelly, chief executive of 
the Football Association, said: "It’S 
very pleasing to see him give his 
opinion." 

Yesterday Mr Havelange said: 
"World football was born in 
England. The rules of the game were 
created in England ." 

He said that in 2006 it would be 40 
years since England had last hosted 
the World Cup. Germany, which has 
also mounted an attempt, staged the 
tournament in 1974. 

Mr Havelange added that in 2010 it 
would be 60 years since Brazil, his 
home country, had hosted the com- 
petition. This appeared to imply be 
was supporting England's effort in 
return for British support of a Bra- 
zilian candidacy to host the 2010 
tournament 

However. England’s campaign still 
has many hurdles to jump. South 
Africa points out that no African 
country has yet staged the World 


Cup. while Germany has many sup- 
porters within Uefa, governing body 
of the European game. 

Lennart Johansson, Uefa presi- 
dent. is the only declared candidate 
for Mr Havelange's Job so far. 

Other nations may yet announce 
proposals to host the 2006 tourna- 
ment 

Mr Banks stressed that any vio- 
lence from England fans in the 
World Cup in France this summer 
would harm the English attempt 

"It's important that the various 
English supporters are also ambassa- 
dors for their country,” be said. 

Mr Blair, whose surname Mr Have- 
lange forgot yesterday, has made 
himself the figurehead of England's 
campaign. He told the Fifa president 
that by 2006 Wembley will have been 
rebuilt to the latest British architec- 
tural standards. 

The World Cup attempt will put 
pressure on the FA to finalise its 
support for a new national stadium 
at Wembley. The stadium plans have 
hit hitches in recent weeks. 


Blue skies, clean air. 

What else would you expect in the desert? 

Would you believe, the fasten -growing industrial complex in the world? 

Chemicals, plastics, fertilizers... oil told. SABIC'j output i, running c t 70 million 
tannts o year and set to increase to cpproximottly 25 million by the year 20C0. 

Net o bad track record, wc think you'll agree, for a company formed only 
20 years ogo. 

We’r* proud to toy our record on environmental pcoAxtion fs equally impressive. 

Storting frem scratch meant we could construct state^f-rfu-.ert plants meeting 
the highest international standards in pollution control. 

the proof? fourteen of our plants already have the coveted ISO-9Q02 
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For us. the sk/s the limit. And we intend to keep it deon. 
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All change for troubled Mitsubishi 

A respected brand and quality engineering are not 
enough to guarantee sales In Japan's fiercely com- 

from Mitsubishi Motors showed that Japan's third- 
tergest carmaker has only recently faced up to the 
reality of the motor trade. The company is restructi*-- 
ing on a scale not seen before in Japan's car indus- 
try. It will close two overseas plants, halve capital 
spending, halve the number of platforms on which 

models are based and cut staff and salaries. Page 15 

Alliance hunts for media bargains 

The strategic alliance 
between Spain’s TelefOiv 
ica Intamactonal and Citi- 
corp Equity Investment, 
tiie Argentine private 
equity arm of Citibank of 
the US. alms to become a 
“market leader" In the 
Argentine media Industry. 
Luis Martin de Busta- 
mante, president of Tele- 
fonica de Argentina (left), 
which Is partly owned by 
the affiance, said ft was planning at least two more 
large acquisitions in the print and television Industry 
this year. Page 16 

Bulls push on in spite of setbacks 

The global bull market has taken some hefty Mows In 
the past few months but it keeps rolling along. The 
financial crisis In Asia, unease over Iraq, profit warn- 
ings from Intel, Motorola and Compaq; all have given 
Investors pause for thought but US and European 
markets have pushed on to new highs. Page 32 

Central bank activity moves markets 

The arrest of a senior Bank of Japan official for 
alleged corruption, confirmation of a bitter split within 
the Bank of England's Monetary Policy Committee, 
and a Bundesbank report that German Inflation may 
be overstated, combined to strengthen the US dollar 
and sterling against the D-Mark and the yen. Page 21 

Putting Africa on the map 

For many emerging market Investors, Africa remains a 
mystery. However, as many African countries work 
with the IMF and the World Bank to Improve eco- 
nomic management Interest Is rising. It has been 
intensified by Investors looking for markets Isolated 
from the effects of the Asian crisis, and BIB Cfinton’s 
initiative to increase trade with the continent Page 32 

Record cotton imports by India 

India's cotton Imports are set to reach a record in the 
current season to September, with the government 
warning that the country’s crop would fall to 14.8m 
bales, compered with an earlier estimate of 16.9m. 
Trade officials also warned that the long spefl of win- 
ter rain had hit the quality of the crop. Page 22 

Kiwvfnxit rebranding pays dividends 

The Klwffriit Marketing Goad was the butt of Mew. 
Zeala nd ers' jokes last year after it changed Its name 
to Zesprf International and announced plans to mar- 
ket the fruit under tha^esprf name. But already, the 
decision is beginning to pay dividends. Page 22 
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JCI to keep leading gold mine after split 

Surprise decision alters details of Lonrho’s deal with Anglo American 


By Mark Astarst in Johannesburg 
and Antkfiw Edgecfiffe-Johosoo 
hi London 

JO, the South African mfofag 
group, win unexpectedly hold 
on to one of its best gold assets 
when the group Is split up 
later this month. 

Black shareholders in JCI 
will retain control of the West- 
ern Areas mine, the company 
will announce tomorrow, 
rather than passing it to Anglo 
American with its HJ Joel 
mine as previously planned. 

The decision will alter plans 
by Lonrbo, the UK conglomer- 
ate, to buy back Anglo’s 28.1 


per cent stake in Lonrho. The 
South African mining giant 
had intended to sell the entire 
stake to JCI in exchange for 
the two mines, and Lonrho 
planned in turn to buy the 
stake in from JCL 

Under the revised deal. Lon- 
rho will buy back 21 per cent 
and Anglo will retain about 5 
per cent of Lonrho’s shares. 

Lonrfao’s board meets today 
to approve the deal and to 
rubber-stamp the Ri.4bn 
(3280m) purchase of JCTs Tav- 
istock colliery. 


The transactions need 
approval from shareholders of 
both companies, but the latest 
twist in the long-running nego- 
tiations means that Lonrho 
will not be ready to put the 
deal to shareholders at its 
annual meeting on March 27. 

JCTs settlement will enable 
blacks to retain a stake in the 
white-owned mining industry 
and could salvage the coun- 
try's most troubled exercise in 
black economic empowerment. 

It follows months of negotia- 
tions between black sharehold- 


ers and Anglo, which sold its 
controlling stake in JCI to pro- 
mote black empowerment 

The deal has been brokered 
by the Kebble family, which 
previously backed the Hi-fated 
acquisition of JQ by its former 
ffhairffai^, Mw Khumalo. That 
partnership came unstuck over 
Mr Khomalo’s plan to sell 
JCTs best assets to Anglo in 
exchange for its stake in Lon- 
rho. Mr Khumalo resigned in 
January, after arguments over 
corporate governance. 

Anglo will absorb HJ Joel 


into Anglogold, the world’s 
biggest gold producer, due to 
be listed on the Johannesburg 
stock exchange in June. 

The complex deal will give 
black shareholders a direct 
stake in Consolidated African 
Mining, the holding company 
which combined the interests 
of Mr Khumalo and the Kebble 
family. Investment trusts man- 
aging pension funds for black 
trade unions wDI replace Mr 
Khumalo’s consortium and 
pool their stake in JCI with 
the Kebble family interests. 


The new shareholders would 
give GAM about 27 per cent of 
JCI, which could be increased 
through an offer to minorities. 

This would in turn be pooled 
with the 34 per cent stake in 
Randgold, the marginal min- 
ing group, held by the famil y 
of Roger Kebble, CAM chair- 
man. Mr Kebble. who also took 
over as chairman of Randgold 
th is week, would make way for 
a black chair man later this 
year. 

CAM would restructure both 
groups “to separate the good 
and the bad.” be said. 
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Cathay Pacific chairman Peter Sutch described 1997 as an exceedingly hard year for the Hong Kong-tesed airline Picture Reuters 

Cathay Pacific profits cut by 55% 


By John Ridding a Hong Kong 


Cathay Pacific, ’ the Hong 
Kong-based airline , yesterday 
warned of a “very tough” 1998 
as it announced net profits of 
HK$1.69bn (US$21 8m) for last 
year, a fall of 55 per cent 

“The economic and tourism 
downturn shows every sign of 
persisting and this trend may 
continue for some time to 
came.” said Peter Sutch, chair- 
man. “We don’t see any bright 
lights this year, and it could be 
into next year before we see an 
upturn.” 

Despite the impact of Asia’s 
economic downturn, Cathay 
emphasised the positive. The 
move to Hong Kong’s Chek 
Lap Kok airport in July will 


improve the efficiency of its 
hob operations, while its bal- 
ance sheet remains strong, the 
company said. 

Shareholders' funds at the 
end of 1997 amounted to 
HK$25.6lbn, a slight rise over 
1996. Cargo operations also 
had a relatively strong year. 

The economic downturn in 
the region was just one of sev- 
eral factors behind the sharp 
fall in profits. Forest fires and 
haze in south-east Asia badly 
affected tourist travel as did a 
“bird-flu” outbreak in Hong 
Kong. As a result, the annual 
average passenger load factor 
fell from 74 per cent in 1996 to 
68J2 per cent 

Net profits were also hit by 
an exceptional charge of 


HK$347m resulting from 760 
redundancies . ..which were, 
announced in January this 
year. Excluding exceptional 
items, profits fell by 37.5 per 
cent to HKfZOibn- 

Regional services bore the 
brunt of the downturn last 
year, with flights from Japan 
being hit particularly hard. 
David Turnbull, managing 
director, said load factors 
could deteriorate further and 
prospects would be clouded by 
new capacity arriving on sev- 
eral regional carriers. 

Cathay Pacific is proceeding 
with plans to buy new aircraft, 
with 13 orders for this year 
and 1999. However, it is selling 
five Boeing 747s as part of cost- 
cutting measures. 


During 1997, which was 
described .ps _ “exceedingly 
hard” by Mr Sutch. turnover 
fell by 2.9 per cent to 
KK$30.65bn. Earnings per 
share declined from HK$L20 to 
HK$0.49. 

. Reflecting the downturn, 
and the warning of further dif- 
ficulties in 1998, the final divi- 
dend was cut from 41.5 cents 
to 17.5 cents, giving a total for 
the year of 29 cents, compared 
with 53 cents in 1996. 

The cargo division reported 
turnover of HK$6.5Sbn last 
year, a rise of 10 per cent, and 
that amounted to more than 20 
per cent of total traffic turn- 
over. “The strong performance 
by cargo provided a welcome 
boost,” the carrier said. 


Top US waste 
group folded 
into smaller rival 


By Mdd Taft ta Chicago 

Waste Management, the 
largest waste disposal group in 
the US, yesterday agreed to 
merge its business into that of 
USA Waste, a significantly 
smaller Houston-based 
company. 

The two companies said they 
expected the combined busi- 
ness to be capitalised at over 
$20bn. Under the share swap 
deal. Waste Management’s 
shareholders will own about 60 
per cent of the merged group’s 
equity. 

The combined company will 
also adopt the Waste Manage- 
ment name, hut it will be run 
out of Texas, with its most 
senior managers drawn from 
USA Waste. John Drury, USA 
Waste’s chief executive, will be 
chief executive of the merged 
business, as weD as chairman 
of the board’s executive com- 
mittee. USA Waste’s aggres- 
sive acquisition programme 
over the past four years had 
made it the third largest com- 
pany in the industry. 

The deal closes an extremely 
painful period for Chicago- 
based Waste Management, 
which two decades ago revolu- 
tionised the waste disposal 
industry by buying up dozens 
of small trash-hauling 
operations, first in North 
America and then Internation- 
ally. and expanding into envi- 
ronmental services generally. 

Last year, after pressure 
from shareholders worried 
about performance, the com- 
pany recruited a new chief 
executive - Ronald LeMay - 
from the Sprint telecoms 
group, only to see him depart 


within months. Speculation 
that Mr LeMay had uncovered 
accounting irregularities 
spread, and Waste shares 
tumbled. 

Last month the group took a 
$3.5bn pre-tax charge as it 
restated p«rning s bade to 1992 
and adopted more conservative 
accounting policies. 

The group has also been 
engaged in a major internal 
restructuring and asset dis- 
posal programme in an effort 
to make Its large but unwieldy 
business more profitable. 

The merged company will 
have estimated revenues of 
$l2.5bn in 1998 - compared 
with $9-2bn for Waste last year 
- and about 76.000 employees, 
m aking it more than twice the 
size of Browning-Ferris. the 
industry's number two. 

Yesterday the companies 
also revealed ambitious cost- 
saving plans for the combined 
business, saying they believed 
around 5800m a year could be 
saved. 

Nevertheless, the combined 
company will be highly geared, 
carrying $10J2bn of debt, of 
which about $7bn will come 
from Waste Management, com- 
pared with shareholders' 
equity of 65u4bn. Net debt to 
total capital would be about 67 
per cent, although USA Waste 
said this should fall quickly 
due to the merged group’s 
strong cashflows. 

Shares in both companies 
rose strongly yesterday. In 
early trading. Waste's shares 
jumped $4% to $29ft while USA 
Waste gained at 542fi. 
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Liberty Life and Stanbic 
plan joint holding company 


By Victor Mailed; u Johannesburg 

The second big financial 
services merger in South 
Africa in two days was sig- 
nalled yesterday when Liberty 
Life and S tandar d Bank Invest- 
ment Corporation said they 
were discussing b ring ing their 
banking, life assurance and 
fond management operations 
into a single holding company. 

The two companies, which 
are already linked by cross- 
shareholdings, announced they 
were considering the creation 
of a common holding company 
which would be listed on 
the Johannesburg Stock 

Exchange. 

The new group would be of a 
comparable 9ize to the com- 


bined financial services 
operations of Anglo American 
and RMB Holdings, which 
announced their merger plans 
on Tuesday. That group is 
expected to have have a mar- 
ket capitalisation of R59bn 
($12bnl. ranking it as the coun- 
try’s biggest by market value. 

Liberty Life is South Africa’s 
third biggest institutional 
investor and has substantial 
property assets in the UK, 
while Stanbic is the conti- 
nent’s largest banking group. 

The deals are being driven 
by a desire to simplify the 
complicated cross sharehold- 
ings between companies - a 
common feature of South Afri- 
can corporate structures, but 
one that is unpopular with 


international investors. They 
are responding to a global 
trend towards integrated sell- 
ing of retail financial products 
and are looking to expand 
overseas. 

“These discussions contem- 
plate the possibility of major 
restructuring and consolida- 
tion of those aspects of the two 
groups where meaningful cur- 
rent and potential synergies 
exist,” Liberty Life and Stan- 
bic said. 

Shares In Liberty Life Asso- 
ciation of Africa yesterday 
rose R12 to close at R158, while 
Stanbic shares were up R22 to 
R290- 
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‘Disappointing’ results for 
SBC arm after Asia crisis 


By Wiliam Hal in Zurich 

Warburg Dillon Read, the 
investment banking arm of 
Swiss Bank Corporation. 
Incurred heavy losses on its 
holdings of emerging market 
bonds after last year’s crisis in 
south east Asia and did little 
more than break even In the 
second half of 1997. 

Details of the losses emerged 
yesterday as both SBC and 
Union Bank of Switzerland - 
which announced their merger 
last year - released details of 
1997 results. 

The figures suggest SBC s 
trading performance has not 
been much better than that of 
UBS, which has been criticised 
for the losses on its equity 
derivatives and Japanese con- 


vertibles business. Warburg 
Dillon Bead, which had been 
the biggest contributor to 
SBCs profits in the first half 
of 1997. earned SFr20m 
($13-7m) in the second six 
months. 

This compares with SFrffllm 
in the first half of 1997 and 
SFr4Q0m in the second half of 
1996. 

Overall, SBC. which has tra- 
ditionally relied on trading 
profits for a higher portion of 
its earnings than other Swiss 
banks, saw its net trading prof- 
its in the second half of 1997 
fall SB per cent to SFrfltMm. 

In 1997. UBS’s net trading 
profits fell 4 per cent to 
SFriUbn, while SBC’s trading . 
profits rose 3 per cent to 
SFr3.1bn. 


SBC said investor confidence 
in emerging market paper had 
been shaken by October's tur- 
bulence in the financial mar- 
kets and this had led to losses 
on holdings of Latin American, 
Russian and Asian bonds, in 
particular. 

The crisis in Asia led to a 
sharp widening in the spreads 
on emerging market bonds and 
Warburg Dillon Read suffered 
much larger than normal 
losses on these. 

Peter Wuffli. SBC’s chief 
financial officer, said Warburg 
Dillon Read’s results were 
"disappointing” but they were 
affected by other factors such 
as integrating last year's 
acquisition of Dillon Re a d . 
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CERTAIN OF' THESE 5ECURTT1ES HAVE NOT SHEW RECVTTKKED UNDER THE SOCUKITIES ACT OF 
1933 AND MAY MOT BE OFFERKD08 SOLD IN THE UNITED STATES OK TO UlR. PERSONS 
ABSENT RBCfSTRATJCW OR AN ATPUCABU? EXfMrrtOH FIUJM THE REGISTRATION 
REQUIREMENTS Of THE ACT. THIS A NNOU NCEMENT AJTKAKS 
AS A MATTER OF RECORD ONI.Y. 

DECEMBER 1997 


TELEKOM UNIKACJ A POLSKA S.A. 








U.S. $350,000,000 

Senior Debt Facility 

U.S. $100,000,000 

Bridge Financing Facility 
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THE S3SO MIIJJON SENIOR DEBT FACILITY IN DECEMBER 1947 
REPRESENTS ONE UP THE LARGEST TRANSACTIONS FOR 
A POLISH CORPORATION TO RE SOURCED FROM THF 

international syndicated loan Markets. 

BANKERS TRUST ARRaNCED THE 9100 MILLION BRIDCE LOAN 
IN SEPTEMBER 1997 TO MEET TEXEKOMUN1KACIA POLSKA’S 
IMMEDIATE CAPITAL EXPENDITURE REQUIREMENTS AT THAT TIME. 
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BONUS ISSUE DISTRIBUTE-CLAW-BACK DEVICE WILL ENABLE GERMAN INDUSTRIAL GROUP TO PASS, ON J^-SAVWGS J9 SHAREHOLDERS 

Daimler-Benz in DM10.3bn pay-out me 


NEWS DIGEST 


By Graham Bemfey in Frankfurt 


Daimler-Benz, Germany's 
biggest industrial group, 
plans to reach into its coffers 
to give its investors an 
extraordinary DMl0.3bn 
($S.62bn) pay-out, but it will 
recoup the capital from 
shareholders with its first 
issue of new shares for four 
years. 

The move, which is rare 
among publicly listed Ger- 
man companies, will help 
the group make tax savings 


which it can pass on to 
shareholders, but will leave 
the company's capital struc- 
ture unaffected, 

Daimler said the so-called 
"distribute-claw-back" would 
be the biggest yet by a Ger- 
man company. 

Daimler said yesterday it 
wanted to pass on earnings 
amassed during the 1980s 
before a change in German 
tax law took affect at the end 
of this year. 

The company plans to pay 
shareholders DM7.4ba from 


its retained earnings and a 
further DM2.9bn which the 
pay-out will free from its tax 
bilL 

Jurgen Schrempp, chief 
executive, said the group 
would replenish its equity 
with a DM7.4bn capital 
increase to be launched 
within the next few months. 
He said the share offering 
would boost shareholder cul- 
ture in Germany. 

The possibility to partici- 
pate in the capital increa se 
will offer our shareholders a 


good opportunity to continue 
taking advantage of the 
favourable earnings pros- 
pects at Daimler-Benz," he 
said. 

Shareholders would 
receive DM20 a share, which 
would be paid on top of this 
year's proposed dividend of 
DM1.5 a share, Daimler said. 

Daimler-Benz shares 
reacted calmly to the 
announcement, remaining 
broadly unchanged at 
DM164. 

Daimler's two biggest 


shareholders. Deutsche Honk 
and the government of 
Kuwait, both signalled they 
would take part in the capi- 
tal increase in order to main- 
tain the level of their share- 
holdings, Daimler said. 

Deutsche Bank owns 22 
per cent of the industrial 
group's shares and the state 
of Kuwait has a 13 per cent 
holding. 

Daimler said the move was 
desirable since under Ger- 
man law the earnings would 
attract a lower rate of tax by 


being passed on to share- 
holders. 

The manufaciurer has 
paid 50 per cent tax on its 
retained earnings whereas it 
would pay only 30 per cent if 
they were distributed. 

The company said the pay- 
out and the capital increase 
would take place shortly 
after its annual general 
meeting in May. 

Last week Daimler 
reported a 78 per cent 
increase in operating profit 
last war to DM4. abu. 


pharmaceuticals -«-. 

HMR warns restructuring 
costs to hit earnings 


Bologna football club 
heads for flotation 


By Simon Ktaper 


Bologna football club is to 
float on the Milan stock mar- 
ket later this spring. 

The club will be at the 
front of the expected rush of 
Italian teams to the stock 
market, with only Lazio 
Roma likely to precede it 

The Milan market recently 
relaxed Its rules to allow 
companies with less than 
three years of consecutive 
profits to Coat after various 
Italian dubs hwri considered 
Joining foreign stock 
exchanges instead. 

Bologna's shareholders 
agreed to the flotation at an 
extraordinary general meet- 
ing yesterday. The dub will 
issue new shares worth L4bn 
($2J2m), taking its share cap- 
ital to L24brL It will offer the 
shares in its Initial public 
offering and to institutional 


Groupe 
Flo sets 
menu for 
investors 


By David Owen in Paris 


investors. Today the club 
meets Consob. the Italian 
stock market regulator. 

Victoria 2000, Bologna's 
sole owner, will hold 52 per 
cent of the shares after flo- 
tation, as it will sell part of 
Its stake. Giuseppe Gazzoni 
Frascara, club president, 
bolds a- majority stake in 
Victoria 2000, having taken 
over Bologna in 1993 when it 
was bankrupt and playing in 
Serie C, Italy’s third divi- 
sion. 

Bologna now occupies an 
uninspiring tenth place in 
Serie A, but its main selling 
point is its stadium. Most 
Italian stadiums are owned 
by local authorities, but 
Bologna has been granted a 
concession from the city 
council to run its ground for 
30 years. 

Bologna plans to instal l 
corporate hospitality boxes 


and bring events other than 
football to the ground, as US 
and UK sports clubs have 
done. 

“This container for 40,000 
people has been sitting there 
in public hands empty, 
except for the two football 
matches a month." said Mr 
Gazzoni Frascara. “Football 
and non-football should have 
the same importance in the 
business of entertainment 
run by Bologna.” The club 
has had enquiries about 
events ranging from operas 
to windsurfing competitions, 
be said. 

Mr Gazzoni Frascara, who 
is on the committee negotia- 
ting television rights for Ital- 
ian clubs, added that each 
club might be freed to sell 
international television and 
pay-per-view rights to its 
matches next year when the 
league's TV contract expires. 



SocGen 
in legal 
threat 


over 

CIC 
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i Baggio, Bologna’s star player, may boost TV income 


Investor reveals new focus 


By Tin Burt in Stockholm 


Groupe Flo yesterday 
announced Its intention tor 
float later this year on 
Paris's Second Marche, 
giving investors a chance to 
buy a piece of some of the 
French capital's best-known 
culinary landmarks. 

The restaurant group, 
whose 13 brasseries include 
La Coupole, the 
Montparnasse Institution 
once frequented by Picasso, 
Dali and Matisse, intends to 
sell between 20 and 25 per 
cent of its capital. 

Most of these shares are 
currently in the hands of 
Credit Lyonnais, the 
state-owned bank, which 
therefore looks set to pocket 
the lion's share of the 
FFrl00m-FFr200m 
(916.3m-$32.6m) the 
operation is expected to 
raise. 

All told, the bank is 
expected to cut its stake 
from 33.5 per cent at present 
to something like 14 per 
cent. 

Control will stay firmly in 
the hands of the founding 
Bucher family, which 
currently has 58.4 per cent of 
the capital and 70 per cent of 
the voting rights. 

Jean-Paul Bucher, 
chairman, made clear 
yesterday he had no 
immediate plans to reduce 
his personal stake in the 
group, which made net 
profits of FFr34m in 1997 on 
turnover of FFri^Sbn. The 
flotation is expected to take 
place in the first half of this 
year, pending regulatory 
approval. 

Exuding the conviviality 
of some of his best-known 
restaurants, Mr Bucher. 59, 
said he was not especially 
thinking of taking 

retirement: “We pretend to 

be eternal. 

“This enterprise made me 
and I made it,” he added, 
speaking amid the art deco 
elegance of the Vaudeville 
restaurant. “Bucher is still 
hungry." 

In Fact, brasseries like the 
Vaudeville last year 
accounted for less than 30 
per cent of turnover, with 
35.8 per cent coming from 
the garish Hippopotamus 
chain, acquired in 1992. 
About 90 per cent of 
turnover is generated in 
France. The company has 
more than 3.000 staff and 
over 30,000 people a day eat 
In its restaurants. 

The group also yesterday 
announced plans to virtually 
double the number of its 
Caffe Flo restaurants in 
London to between 16 and 18 
by the end oF 0001. 

Lead manager for the 

planned transaction is Credit 

Lyonnais. National 
Westminster Bank is acting 
as co-lead manager and the 
company's adviser. 


Investor, main investment 
vehicle for Sweden’s Wallen- 
berg industrial empire, is 
p lanning to increase its pri- 
vate equity investments fol- 
lowing a shakeout of non- 
core holdings. 

The company - which this 
week agreed to reduce its 
voting rights in Electrolux, 
the household appliance ' 
manufa cturer - said lor the 
first time yesterday that it 
regarded up to 15 per cent of 
its portfolio as non-core. 

Claes Dahlhflck, chief exec- 


utive. told the Financial 
Times that Investor planned 
to replace such assets with 
holdings in f aster-growth 
areas, such as telecommuni- 
cations, information technol- 
ogy and medical products. 

He said investments in 
start-up businesses and 
small companies - through 
private equity holdings - 
would be increased from l 
per cent at present to 
between 7 and 8 per cent of 
the total portfolio. 

The move, he added, could 
be funded by disposal pro- 
ceeds and gearing up Inves- 


tor’s balance sheet 

“We are discussing the 
best way to maximise our 
financial leverage. If we took 
on gearing of 15 per cent it 
would give us SKr20bn 
($2.5bn) to play with.” 

Mr Dahlb&ck described the 
plans, for more private 
equity investment as the lat- 
est stage of an “accelerated 
upheaval" at Investor. 

As part of the reorganisa- 
tion. Investor signalled that 
it would proceed with a flo- 
tation of Saab Aerospace, Its 
wholly-owned aircraft and 
technology subsidiary. 


The company, which has 
appointed EnskUda Securi- 
ties and Morgan Stanley 
Dean Witter as Joint advis- 
ers, will ask shareholders to 
approve the plan at next 
month's annual meeting. 

Industry analysts expect 
Saab, which has decided to 
withdraw from civil aircraft 
manufacturing, to have a 
market capitalisation of 
about SKrSbn. Investor, nev- 
ertheless, said it would 
retain a significant stake, 
while offering its own share- 
holders discounted stock in 
the aircraft company. 


SCA may sell 
fine-paper arm 


More European 
deals for ING 


By Tim Bmtin Stockholm 

- - -4». 


SCA, Sweden's largest 
forestry products group, yes- 
terday said it was consider- 
ing a trade sale or flotation 
of its Germany-based fine- 
paper operations. 

The paper group, which 
has been investing heavily 
in its hygiene products and 
packaging operations, has 
begun reviewing its presence 
in fine paper Following a 
two-year restructuring of the 
business. 

SCA’s fine-paper 
operations are dominated by 
PWA, its German paper sub- 
sidiary. In 1995. the company 
paid DML2bn (S655m) for a 
majority stake in PWA. and 
last year acquired outright 
control with a further 
DM550m offer. 

“We have completed a 
DM 100 m efficiency pro- 
gramme and this business 
can now stand alone,” said 
Sverker Martin -L6f, SCA 
chief executive. “There is a 
possibility of spinning it off 
through a listing as a sepa- 
rate company.” 

Mr Martin-Ldf said the 
plans might alternatively 


involve a trade sale, 
although no timetable bad 
been drawn up for such a 
withdrawal. “If we see that 
this company has better 
value in someone else's 
bands then we would con- 
sider it” 

PWA’s fine-paper and 
wholesale activities contrib- 
uted operating profits of 
SKr42fim last year on sales 
of SKrlO^fan. compared with 
a SKi480m loss in 1996. 

.The businesses - part of 
SCA’s graphic-paper division 
- da not include PWA's for- 
mer tissue operations, which 
have beeD integrated into 
the hygiene products arm. 

Mr Martin-Ldf said the 
group planned to use invest- 
ment resources of up to 
SKr5bn a year to develop 
SCA’s hygiene and packag- 
ing activities, particularly in 
the emerging markets of 
eastern and central Europe. 

“We have considerable 
resources for strategic 
expansion in these areas, 
mainly through acquisition," 
he added. 

SCA's most commonly 
traded B shares yesterday 
rose SKtLdO to SKr207.S0. 


By Andrew Fisher in Frankfort 


ING. the Dutch banking and 
insurance group, intends to 
follow up its latest expan- 
sion move in Germany with 
further European acquisi- 
tions if the right opportuni- 
ties become available, Godfr- 
ied van der Lugt, deputy 
chairman, said. 

But he repeated the 
group's denial that it was 
interested in acquiring Com- 
merzbank, Germany's third 
biggest quoted bank. “This 
would be too big a bite for 
ING and would mean too 
many eggs in one basket." 

Commerzbank has said it 
intends to stay independent, 
but has been surrounded by 
speculation about possible 
bid attempts. 

Mr van der Lugt said the 
agreement announced on 
Tuesday Tor ING to buy 49 
per cent or Allgemcine Deut- 
sche Direkthank, a leading 
German direct bank, for 
DM27bm (Si 47m) was part of 
its strategy of pushing 
deeper into European mar- 
kets to cut its dependence on 
the Netherlands. 

"You can expect to see 


something more from ENG if 
something is available, 
whether in France. Ger- 
many. Italy or other Euro- 
pean countries." But acquisi- 
tions would have to meet its 
earnings and growth targets. 

He said ING planned to 
expand internally aud 
through acquisition in direct 
banking, asset management, 
mergers and acquisitions, 
international payments and 
business with corporations 
and institutions. 

ING had further ambitions 
in insurance. “We would still 
like to buy insurance compa- 
nies in Europe." he said. 

The group ivas not satis- 
fied with its position in the 
175 life insurance market, 
but tbo main priority was 
Europe. 

Mr van dor Lugt said TNG 
would have liked to buy a 
majority in Allgemcinc Deut- 
sche Direktbank, but the 
owner - BGAG, an organisa- 
tion managing trade union 
investments - wanted to 
retain 51 per cent. 

The two partners have 
drawn up a five-year busi- 
ness plan for the direct 
bank. 


The new chairman of Socifetfe 
Generale. the French bank, 
yesterday launched a strong 
attack on one of his competi- 
tors bidding to acquire the 
state-owned hank CIC and 
warned of possible legal 
action if it maintained its 
offer. 

Daniel Bouton, who took 
over from Marc Vienot late 
last year, warned of “some 
legal difficulties" in the bid 
by Credit Mutuel. which is 
one of five candidates includ- 
ing Socifete Gfenerale compet- 
ing for the privatisation of 
CIC. 

He indicated that his law- 
yers had analysed legal doc- 
uments governing the opera- 
tion of Crfedit Mutuel and 
concluded they would be 
incompatible with the acqui- 
sition of majority control in 
CIC. 

He said these points would 
be made by his bank at a 
meeting of the comite des 
atdblissments de credit, a reg- 
ulatory body which exam- 1 
ines h anking operations, and 
which is scheduled to meet I 
■ on Friday. If the bid contin- 
ued. he said Societfe Generale 
I would “draw the conse- 
quences". 

I Societe Gfenferale indicated 
later yesterday that a 1958 
. ordinance ruled out the pos- 
sibility of Credit Mutuel tak- 
ing control of another hank. 

It said a separate docu- 
ment governing the relation- 
ship between Credit 
Mutuel's regional member 
banks suggested that any 
acquisition would have to be 
fully integrated into the 
group, implying the break-up 
of CIC's strongly indepen- 
dent 10 regional banks and 
their absorption. The French 
government has stressed 
that CIC’s privatisation 
should respect the identity 
of the regional banks. 

Mr Bouton also criticised 
the ' Livret Bleu tax-free 
savings product offered by 
Credit Mutuel at interest 
rates above the market rate, 
and suggested it had compet- 
itive advantages because It 
did not to pay dividends to 
shareholders. 

Credit Mutuel refused to 
comment on the accusations, 
although executives are 
believed to argue that they 
are satisfied their bid is 
valid - as proved by several 
acquisitions in recent years 
by ic and other mutual and 
co-operative banks. 

Mr Bouton's comments 
came as he unveiled Societfe 
Generale's 1997 results, 
which showed Dct Income up 
34 per cent to FFr6. ibn 
($993. 5m). Provisions rose 38 
per cent to FFr7.6bn includ- 
ing FFr3.5bn for Asia. 

Sodete Generale 's own bid 
for CIC. along with that of 
Banque Nationals de Paris, 
is viewed with hostility by 
staff unions and executives. 


UBS, SBC warn of profits dilution 


By WQQatn Hal 


Union Bank of Switzerland 
and Swiss Bank Corporation 
have warned that creating 
the world's second biggest 
bank could dilute profits by 
10 per cent, or SFrSOOm 
($335m), in the current year. 

The two banks, which yes- 
terday published their last 
set of independent results, 

warned the merger is expec- 
ted to have “a slightly 
adverse impact" as certain 
earnings streams fall away 
in the short term. UBS told 
shareholders it was also 
inevitable that staff 
absorbed in implementing 
the merger would be unable 
to devote themselves to nor- 
mal operations. However, it 
sees limited client loss. 

Peter Wuffii, who will be 
chief financial officer of the 


enlarged group, said there 
was no evidence yet the 
merger was having a nega- 
tive impact on earnings. He 
expected there would be 
some merger-related revenue 
losses in investment banking 
but said it was too early to 
judge whether private bank- 
ing. the enlarged group's big- 
gest profit contributor, 
would lose clients. 

Bath banks had already 
flagged their 1997 results and 
yesterday’s figures were in 
line with forecasts. UBS said 
it had increased its net 
income before restructuring 
charges by 60 per cent to 
SFriJbn and Swiss Bank Cor- 
poration announced a simi- 
lar increase in its net income 
before restructuring costs, to 
SFriLibn. After shouldering 
its SFmbn share of the 
SFrThn restructuring charge 


UBS reported a SFri29m loss 
and SBC lost SFr24Bm. 

SBC, whose management 
will have the upper hand, 
continued to grow faster 
than Its bigger rival and 
have a substantially higher 
return on equity. SBC's oper- 
ating income rose 21 per 
cent to SFrl3bn, while DBS's 
income rose 18 per cent to 
SFriS.lbn. SBC increased net 
interest income three times 
faster than UBS. and a 37 per 
cent increase in net fees and 
commission income, to 
SFrfibn. compares with 
UBS's 34 per cent increase, 
to SFrG.ohn. 

However, in two areas. 
SBCs performance was less 
impressive, its expenses rose 
23 per cent, to SFrB.Sbn, 
whereas UBS's expenses rose 
37 per cent to SFrS.ibn. 
UBS's cost Income ratio of 


69.1 is nearly three full 
points lower than SBC’s. 
Meanwhile, despite UBS's 
well publicised problems In 
derivatives trading last year, 
its net trading income in the 
second hair of 1997 held up 
more strongly than SBC’s 
which fell by 39 per cent, to 
SFriXMm. For the full year 
SBC's trading Income rose 3 
per cent, to SFr&lbn. while 
UBS's trading income fell 4 
per cent, to SFra.lbn. 

The two groups also gave 
their first indication of the 
earnings power of the 
world's second biggest hank. 
Bused on 1997 pro forma 
management accounts, it 
would have revenues of 
SFr26.2bn, net profits of 
SFriibn. and shareholders' 
equity of SFr32bn. Its Tier 
One capital ratio of 34 per 
cent is higher than expected 


and Its return on equity, 
before restructuring provi- 
sions, was 15.2 per cent. The 
new- group's cost income 
ratio of 70.5 per cent shows 
scope for cost-cutting. 

Over 60 per cent of the 
new group's pro forma 1997 
earnings came from private 
banking which was twice the 
contribution or Warburg Dil- 
lon Read, the investment 
banking arm. By contrast 
Warburg Dillon Read will 
account for SFrlldbn of the 
group’s SFr33J2bn of regula- 
tory capital compared with 
SFr9bn in corporate and con- 
sumer banking. Surpris- 
ingly, the now group’s pri- 
vate equity capital business 
earned SFr379m In 1997 on a ' 
pro forma basis which was 
SFrlQOm more than the 
enlarged asset management 
group- 


Productivity lifts Sabic 


Saudi Basic Industries (Sabic), the largest petrocherrjrate pro- 
ducer in the Middle East, yesterday reported net profits of 
Si ?3bn for 1997. The results were 4.5 per cent higher than the 
previous year, according to Hashim Yamani, Sable chairman and 
Saudi Arabia’s minister of industry and eiectncity- 

In spite of turmoil In Aslan economies, which are important 
markets for Sabic products, the petrochemicals giant had reve- 
nues of S6.4bn last year, up from $5.55bn In 1996. Mr Yamani 
said total production last year rose to 23,7m metric tonnes from 
nearly 23m tonnes in 1996 and said Improvements in productivity 
and expansion projects that came on stream last year were 
behind the rise in production. 

Sabic. which is 70 per cent owned by the government, has 
launched an expansion scheme aiming to raise annual output 
capacity to 28m tonnes by 2000 from about 23 m tonnes today. 
To facilitate share handling and trading. Sabic’s board has 
decided (o split the company's shares, halving each share's face 
value to SR50. and doubling the total number of shares to 200m. 
The board also recommended a dividend payment of SR25 a 
share, which will be put to the general assembly of shareholders 
on March 28. Route Khataf 


TELEFONICA 


Portugal Telecom link grows 


Telefonica of Spain is to extend its overseas links with Portugal 
Telecom, under an agreement announced yesterday. The agree- 
ment follows a far-reaching alliance signed on Monday between 
Telefonica, WorldCom and MCI of the US. which envisaged 
bringing the Portuguese carrier into some of their projects. ' 

The Spanish group is focusing on partnerships to compete for 
forthcoming privatisations in Brazil. The new plan, aimed at build- 
ing on links agreed between the two Iberian companies last year, 
foresees the possibility of Portugal Telecom taking a stake of up 
to 5 per cent in Telefbnica International, the Spanish group's 
Latin American arm. in which MCI may also buy a TO per cent 
stake. Telefonica and Portugal Telecom also plan to set up a joint 
company, based in Lisbon, to promote investments outside the 
Spanish-speaking and Portuguese-speaking countries. 

Telefonica holds 3.5 per cent of Portugal Telecom under a 
cross-shareholding pact agreed last April. David White, Madrid 


MINING 


Gold Reids in disposal 


Gold Reids, the new South African mining group combining the 
gold interests of Gencor and Gold Fields of South Africa, yester- 
day announced the first move in its drive to dispose of what It 
regards as non-core assets. It has sold its wholly-owned Fairview 
Consofldated Mines to Avgold for a total of R95m (Si 9m), com- 
posed of RBOm in cash and l.lm shares in Drlefontein. the cov- 
eted mine in which both Gold Reids and the Anglo American 
group have stakes. 

Victor Mallet, Johannesburg 
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I NVESTMENT UNIT PLANS MOVES INTO LATIN AMERICA AND EASTERN EUROPE 

,, 1 Imi ,,,, i, *li , nm«# 4 „ 111 , _ 

Credit Lyonnais Asia arm to expand 


tty John Bidding nHoogKwig 

Credit Lyonnais Securities 
(Asia), the regional invest- 
ment banking arm of the 
French banking group, pi«™? 
to expand into Latin Arnett 
ica and eastern Europe to 
create a global emerging 
markets operation. 

The strategy, announced 
yesterday, contrasts with 
that of other investment 
banks, which have been 
withdrawing or reducing 
operations in Latin America. 
Last month, ENG Barings 
said it would cease dedicated 
equities research, sales and 
trading in the region. 

Gary Coull, chairman of 
Hong Kong-based CLSA. said 


the move reflected demands 
for global emerging markets 
coverage and the group's 
emphasis on brokerage and 
research, 

"No matter how strong 
you are as a regional broker, 
in Asia or elsewhere, you 
would probably get margin- 
alised down the road 1 with- 
out the ability to offer ser- 
vices in all the big emerging 
markets," he said. 

Mr Coon Said CLSA would 

seek to capitalise on 
restructuring by interna- 
tional investment hanks in 
Latin America. It is ptawpfpp 
to hire staff from rivals 
which have' reduced 
operations, as well as trans- 
ferring staff from Asia. 


■■■■: z| Mitsubishi chooses 
<uu the open road to 

J»««s sane industrial recovery 


“In Latin America the 
moment has been picked for 
us by the lay-offs at other 
companies,” said Mr Coull. 
“So we will probably acceler- 
ate our business plan there." 

The initial phase of the 
expansion is modest. In 
Latin America, CLSA will 

take Over the wrniagomont 

of the existing brokerage 
business of its French parent 
and start with a team of less 
than 30, In eastern Europe, 
the business will be built 
from scratch, with an fomai 
team of less than 20. 
Regional offices in New York 
and London will report to 
Hong Kong. 

CLSA said it would pursue 
an opportunistic expansion 
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It Is tackling its failures with welcome 
frankness, writes Michiyo Nakamoto 


M ost Japanese car- 
makers had learned 
the lesson years ago. 
A respected brand and qual- 
ity engineering are hardly 
enough to guarantee sales in 
Japan's fiercely competitive 
market 

But Tuesday’s dismal prof- 
its warning from Mitsubishi 
Motors made clear that 
Japan's third-largest car- 
maker has only recently 
faced up to the cruel reality 
of the motor trade. Now, 
wielding a drastic restructur- 
ing plan. MMC will have to 
battle to regain lost ground. 

The company announced 
this week it would record 
group net losses of. YllObn 
($ 861 m) because of poor sales - 
in Japan and the' impact of 
turmoil in Asia. 

While it was known that 
MMC would suffer signifi- 
cant losses this year, the 
depth of those - . losses 
revealed for the first time 
how severe MHO’S situation, 
had become. The markethad 
been expecting ‘losses closer 
to, Y 60bn. MMC’s shares 
pltmged 15 per cent yester- 
day an the news, falling to 
Y394 from Y47D before edg- 
ing up to Y405. ... 

But MMC is not alone in 
suffering low sales in a year 
which has been plagued by a 
sharp downturn in demand 
following a rise in Japan's 
consumption, tax last April 


and a loss of consumer confi- 
dence amid turmoil in the 
finanriai industry. 

MMC was also hit by the 
Asian crisis. The devalua- 
tion of the Thai baht, in par- 
ticular, will result in an 
extraordinary write-off of 
Y39bn, reflecting losses 
related to its joint venture 
Thai subsidiary. In addition, 
Mitsubishi Sittipol was bit 
by foreign exchange losses 
related to the doQar-denomi- 
nated loans it took on to 
expand operations. 

However. the most worry- 
ing aspect of MMC’s poor 
performance is the downturn 
it has suffered in Japan, 
which has been larger than 
the overall market decline. 

“They are losing money 
not only overseas (where 
they have long been unprof- 
itable) but in their mainline 
market, Japan," comments 
Chris Redl. industry analyst 
at Morgan Stanley in Tokyo. 

, According, to MMC, Y44bn 
of , its net group loss; or 40 " 
per cent, stems from losses 
at both -the manufacturing 
company and the sales 
operations in Japan. Far a 
company that relies an the 
domestic market for more 
than half of Its sales, the 
extent of its domestic losses 
is deeply disturbing, Mr Redl 
notes. But he points out that 
MMC is “a product-driven 
company with a reputation 
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for its engines, but has not 
been known for its design or 
marketing skills”. 

Katsubiko Kawasoe, MMC 
president, who assumed his 
post only recently, has been 
the first to admit that the 
company's problems lie in a 
□awed domestic strategy. 
“We had become complacent 
after the success of the 
Pajero,’* he admitted on 
Tuesday. “If you relax for 
even a moment, your market 
share is taken by competi- 
tors." 

When competitors were 
launching a broad range of 
recreational vehicles based 
on car platforms, Mitsubishi 
relied too heavily on 
heavy-duty models, which 
bad fallen out of favour, Mr 
Kawasoe adds. 

T he company bet heavily 
on one model - the 
Pajero r- which had been 
a notable success In the 
early days of the EV boom. 
Flush with, that it produced 
the Pajero in a variety of 
farms - a smaller version, a 
mini-version and so on. 

While MMC was preoccu- 
pied with the Pajero, its 
competitors were busy devel- 
oping lighter RV models, 
based on car rather than 


S&P cuts ratings on 
Chinese institutions 


By Join Rkkfing In Hong Kong 
and James Kynge in Beijing 

Standard & Poor's, the US 
credit ratings agency, yester- 
day, cut the foreign currency 
rating s outlook for four of 
China's biggest financial 
institutions, citing an expec- 
ted weakening in the econ- 
omy w pd the impact on state- 
owned enterprises (SOEs). 

S&p said it would reduce 
outlook ratings from stable 
to negative far the Bank of 
fihin a , Rank of Communica- 
tions, Industrial and Com- 
mercial Bank. of China and 
China International Trust 
and Investment Corporation 

At the same time, the 
institutions’ lo ng an d 
short-term foreign currency 
ratings and debt ratings 
were confir med. . 

The move follows a 
broader downgrading of the 
.outlook on China's foreign 
.currency ceilings by Moody’s 
and underlines increased 
concerns about the economy 
and the country’s banking 


sector. The regional eco- 
nomic crisis is expected to 
lead to a sharp fall in growth 
in exports and investment, 
raising doubts about 
.whether official predictions 
of 8 per cent GDP growth 
this year can be achieved. 

“The outlook revisions 
reflect the potential strain 
these institutions face as the 
economy weakens," said 
S&P. “The continued eco- 
nomic slowdown will likely 
compound existing problems 
at SOEs, This, together with 
government's more permis- 
sive stance towards bank- 
ruptcies and ongoing efforts 
to commercialise the finan- 
cial sector, could severely 
impact on all four financial 
Institutions." 

China, reacting to Its 
banking problems and the 
possibility of slower eco- 
nomic growth, has announ- 
ced plans to help recapitalise 
its “big four" banks with a 
Yn270bn (S32.6bn) bond 
issue, and reinvigorate the 
economy by increasing 


money supply and boosting 
spending on infrastructure. 
The big four are Bank of 
China, Construction Bank of 
China, Industrial and Com- 
mercial Bank of China and 
Agricultural Bank of Chi n a . 

Tbe bonds are to be 
bought with funds released 
by a 5 percentage point cut 
in the banks’ reserve 
requirements at the central 
bank, the People's Bank of 
China, which economists 
estimate will free up 
Yn412bn for banks’ use. 

While S&P said the credit 
quality of the institutions 1 
portfolios varies, credits to 
SOEs account for the “vast 
majority" of their exposure. 
The rating agency said more 
than half of China’s SOEs 
were already recording 
losses. 

“While all major Chinese 
financial institutions are 
exposed to the SOEs. these 
government-owned banks 
shoulder the heaviest bur- 
den because of their size and 
historical roles," said S&P. 


Credit Lyonnais Is to protest 
at the one-month suspension 
of its foreign exchange 
dealing Scene* in Vietnam 
imposed after the authorities 
accused It of "exchange rate 
irregularities”, writes Jeremy 
Grant In Hanoi 
The move comes amid a 
series of inspections of 
foreign bank branches in the 
country, which is facing an 
acute shortage of foreign 
exchange. Credit Lyonnais 

strategy, with its pace dic- 
tated by market conditions. 

The investment will add 
an estimated 20 per cent 
to ' costs at CLSA, which 
will remain 65 per cent 
owned by the French bank- 


Pre-tax proft/taes pan) 


conceded it had charged 
slightly more than the 0.1 per 
cent margin permitted on 
exchange deals on two 
occasions. The bank said it 
would refund its clients the 
roughly $2,300 involved but 
described the suspension as 
"disproportionate”. 

Hanoi is also uneasy about 
the share of the total loan 
portfolio garnered by foreign 
banks in the country, claiming 
local berries are suffering. 

fog group and 35 per cent by 
staff. 

“The exodus from Asia in 
1997 is undoubted, but mar- 
kets have been pretty good 
performers from the end of 
the year,” said the CLSA 


head. “We are not bearish on 
our Asian business, bat we 
don't need the same comple- 
ment of people that we previ- 
ously had. No one does.” 

CLSA said It had remained 
profitable in every month 
last year, despite tbe turmofl 
in financial markets. While 
the d ow n tur n prompted sal- 
ary cuts and job losses at the 
Asian operations, several 
staff are to be transferred to 
the new businesses. 

“We have moved a total of 
20 people out of our Asian 
operations into Latin Amer- 
ica and eastern Europe as a 
kind of advance party, and 
we have put them together 
with the new hires", said Mr 
Coull. 
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truck platforms. Honda, in 
particular, launched a full 
range of RVs - from station 
wagons to sports utility 
vehicles - while MMC con- 
centrated on the sports util- 
ity vehicle category, which 
was becoming a nfofu* mar- 
ket, points out Mr RedL 

The contrast in the for- 
tunes of the two vehicle- 
makers is startling. While 
MMC is being forced to pass 
its dividend for the first tune 
since it was listed in 1968, 
Honda is expecting a second 
year of record profits. 

Furthermore, competitors, 
such as Honda and Toyota, 
were also slashing costs arid 
reducing development times. 
In contrast. MMC has had 
some of the highest costs in 
the industry and has taken 
significantly longer to come 
out with new models, Mr 
Redl points out 

In addition, it has pumped 
large sums into developing a 
gasoline direct injection 
engine, which has raised its 
costs significantly. 

The previous management 
had foiled to tackle MMC’s 
problems quickly enough. 
The lack of management 
control and guidance was 
brutally exposed first by a 
sexual harassment scandal 



Despite successes. Mitsubishi had too many heavy models 


in the US and then by a 
scandal in Japan involving 
illegal payments to a corpo- 
rate racketeer, which led to 
tbe downfall of the previous 
top brass. In an effort to put 
its house in order and catch 
up with its Japanese rivals, 
MMC is Implementing wide- 
ranging restructuring mea- 
sures aimed at reducing 
costs and better meeting 
market needs. . 

Tbe measures are on a 
scale that has not been seen 
in Japan’s car industry, even 
in the midst of the latest 
downturn. They include the 
closure of two overseas 
plants, a halving of capital 
Spending, significant person- 
nel and salary cuts and a 
reduction In platform num- 
bers from 12 to six. MMC is 
also undertaking a wide- 


ranging review of product 
line-up to ensure it produces 
the vehicles consumers 
want The company faces an 
uphill struggle in achieving 
sufficient profits to return to 
dividend payments in fiscal 
2000 - one of Its stated goals. 
“This is too little, too late ” 
Mr Redl notes. 

However, Mr Kawasoe,' 
who was named president 
after tbe illegal payment 
scandal, is highly regarded 
both by industry analysts 
and the press. In a crucial 
break with recent MMC tra- 
dition, he has been quick to 
acknowledge where the 
problems lie and to adopt 
measures to address them. 

Such openness itself is an 
encouraging sign that MMC 
may well be on tbe right 
road to a comeback. 


Japanese insurer plans 
move into securities 


By Kfflan Tett 
in Tokyo 


Mitsui Marine and Fire 
Insurance, one of Japan’s 
largest insurance groups, 
may be poised to enter the 
securities business, it 
emerged yesterday. 

The company said it was 
considering injecting capital 
into a company that would 
be set up to manage the 
operations of Sanyo Securi- 
ties. a Japanese broker 
which collapsed last Novem- 
ber. 

If Mitsui Marine goes 
ahead, it would be the first 
time an insurance company 
has entered the securities 
business in Japan. 

The move would also be a 
striking indication of tbe 
way in which traditional 
barriers between the finan- 
cial sectors are breaking 
down ahead of Japan's 
planned Big Bang deregu- 
lation. 

However, Mitsui Marine 
yesterday stressed that no 


firm plan had been agreed. A 
final decision about whether 
the insurance company 
would participate would not 
be taken until next Sunday. 

“It is true that we received 
a request to inject capital 
into the new firm and we are 
considering it," Syutaro 
Kubo, managing director, 
said. 

Sanyo Securities, formerly 
Japan's seventh largest bro- 
ker, was the first broker in 
Japan to file for bankruptcy 
last November. 

It has subsequently said it 
would like to relaunch its 
old business as a new com- 
pany, and in recent weeks 
the Ministry of Finance has 
been seeking a partner or 
effective buyer for the 
group's assets. 

Most foreign companies 
have been reluctant to 
become involved. The minis- 
try has approached Sanwa 
Bank and Kokusai Securities 
but the two groups have 
refused to help. 

However, Mitsui Marine, 


which is Japan's third larg- 
est non-life Insurer, is keen 
to develop a securities busi- 
ness because it, like many 
other insurance groups, 
hopes to enter the mutual 
fond market in tbe next few 
years as a result of Big 
Bang. 

Mitsui Marine’s sbares 
yesterday closed at Y675. 
Yl lower than the previous 
day. 


NEWS DIGEST 


JAPAN 

Morgan Stanley begins 
commercial paper issue 

Morgan Stanley Japan, the Japanese firm ot the US investment 
bank, yest e rday became the ftst foreign bank to issue commer- 
cial paper in Japan, with the foot tranche of a planned Y250bn 
$1.96bn) commercial paper programme. Merrill Lynch, its rival 
Investment bank, last week announced plans to Issue up to 
YlCXfon of Japanese commercial paper starting this month, but 
has not yet issued any. 

Many large international banks and brokers are stepping up 
their profile and operations In Japan, with subsequent demand for 
extra funding, ahead of the wave of deregulatary changes expec- 
ted from Japan’s financial “big bang". The first Y7.5bn block of 
the Morgan Stanley paper was Issued yesterday to a Japanese 
city bank, which Is selling It on to one or more clients. Morgan 
Stanley would not give details of the paper, but said it was Issued 
at a sub-TTbor rate. The bank said further tranches would be 
Issued when there was demand at the appropriate pricing level. 

Morgan Stanley sett the programme had been In planning for 
about a yew, and the funds would be used for general corporate 
purposes. The company said ft was positioning itself to diversify 
Its local funefing sources In preparatioc for the upcoming Big 
Bang changes. “This Is the first vehicle where firms such as our- 
selves can go and do cfirect financing.” 

Bethan Hutton, Tokyo 

ENERGY __ 

Santos sees quick UK disposal 

Santos, one of Australia’s leading energy companies, said yester- 
day It expected to seU Its UK oil and gas assets within two 
months. Ross Adler, managing director, said international compa- 
nies had expressed interest in the company’s UK assets, which 
Include the Anglia gas field and development projects such as the 
Banff and Pierce oil fields. Some potential buyers were already 
Involved In the North Sea region, Mr Adler stud. 

Santos wants to sell its UK assets In order to focus on interna- 
tional exploration in the US. Mr Adler said yesterday the company 
was ready to take advantage of the global shake-out in energy 
markets and acquire distressed oil and gas assets if oil prices 
remained depressed In the next 12 months. 

Santos' net profit for the year to December rose 5.3 per cent to 
AS206m (US$137-9m) on record production and sales revenue, 
although profit growth was far below the 77 per cent increase 
recorded the previous year. Mr Adler said the company outper- 
formed Its own expectations as well as the market's, considering 
it was a “transitional year* In the sense of production growth into 
new projects. 

Whife interim net profit for the current firsHta/f to June would 
probably fall below last year's record level of ASl02m, full -year 
results would most likely equal or better the 1997 full-year net 
profit, assuming oil and gas prices remained around current lev- 
els, he added. - . 

Gwen Robinson, Sydney 


PETROCHEMICALS 


Formosa Plastics declines 

Formosa plastics, the Taiwanese petrochemicals, concern, posted 
sharply lower net profits last year owing to exchange losses on 
foreign currency borrowings resulting from a weaker Taiwan dol- 
lar. Turnover climbed from T$36-3bn in 1996 to T$40.0bn,, 

(US$1 .2 bn) in 1997, but net profits fall from TSC.Ihn to TJB.Obn. 
Nat earnings per share declined from 732.46 to 732-03. 

Analysts sad the result was In line with expectations. “We 
don't expect Formosa Plastics to turn in a good performance until 
1999, when their new petrochemical comptexbegins foil 
operations,” said an analyst at a European brokerage. . 

Formosa Plastics is one of three fisted entities comprising the 
Formosa Plastics group, Taiwan's biggest non-state Industrial 
conglomerate. The group ks building a giant oil retiring and petro- 
chemical complex in central Taiwan. To finance Ita construction, 
the group's companies took on US dollar debt and issued Euro 
convertible bonds. 

Formosa Plastics proposed a T31.4 per-share dividend for 
1997 which would Include a cash portion of T30.7 per share and 
a stock bonus Issue of T30.7 per share, paying 70 shares free for 
every 1,000 shares held. The company said it has set a 1998 pre- 
tax profit target of TS5.2bn on sales of T$48-3bn, up 25 per cent 
and 21 per cent respectively from 1997. It also plans to Issue 
T$6bn In domestic corporate bonds to repay' short-term loans. 
Laura Tyson, Taipei 


SHOE MANUFACTURING 

Nike to shed jobs in Asia 

Nike Is laying off an unspecified number of Its estimated 2,000 
non-manufacturing employees in Asia as the economic crisis 
takes its tod on the US athletic shoe manufacturer. The company 
said last month it would have to out staff globally following an 
announcement that Its third-quarter fiscal 1998 earnings would 
fail below analysts’ estimates. Analysts expected it to trim Its 
22,000 global workforce by between 1,500 and 2,000. 

AP-DJ, Hong Kong 
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Coles Myer sees Asia effect by summer 

.tamuirv 25. to ASlO.Gbn. "very pleasing and above CojesMyar to profit. • 


By fiwao RdMism 

ta Sydney / 

Coles' Myer, Australia’s 
largest retail group, yes- 
terday' that the Australian 


January 25, to A$10.6bn. 

An after-tax abnormal loss 
of AS8.7m, however, stem- 
ming from Year 2000 compli- 
ance issues, resulted in 
an after-tax profit ’ of 


proba-. A*2SLfim, an increase of 7.7 
My begin to P ^amings per share, mean- 


7 ^exporters dumping 
cheap goods by thejummer 
Hxk} Christmas of this year. 

The group had also been 
discussing the possibility of 
entering ra^ tmai A “f r ^ 
with partners in Asia, said 
DennisEck, chief executive. 

Coles - Myer yesterday 
announced a 14 P® 1 cen : 
increase In 

profit before «toorm| 
charges, to A$2o * . 
(US$l75m)', its best result in 
nearly a decade. • 

Sales rose nearly J P« 
cent in the six months to 


Earning s per share, mean- 
while, tell 9 per cent to 22.1 
cents. Tbe decline reflected 
the abnormal loss and tbe 
conversion of preference 
shares to 57.3m ordinary 

’ The group lifted the 
interim dividend from 12 
cents to 12.5 cents. 

The result was welcomed 
by analysts, who noted that 
the group’s previous first 
half was inflated by an 
abnormal gain of A$44.6m on 
the sale of property. 

Mr Eck said the result was 


"very pleasing and above 
plan". He added that the out- 
look for consumer sentiment 
in the second half was flat 
“We don't see anything that 
would push it up or "down," 
he said. 

However, he was optimis- 
tic for a strong full-year 
result 

“Unless there is a signifi- 
cant change in economic 
conditions, growth in profit 
after tax excluding abnor- 
mals will be at a double-digit 
rate and approximately 
twice the rate of sales 
growth," he said. 

Earnings in the first half 
were supported by strong 
food and liquor sales at the 
group’s supermarkets and 
Liquorland, Coles Express 
and Bed Rooster chains, 
which reported an increase 


Coles Myer 

Son Dries mrinta (rrbased) 


Cotes Mjer. 



of 21 per cent in divisional 
pre-tax earnings to S20lm. 

The flagship Myer/Grace 
Bros department store 
group, meanwhile, was the 
second strongest contributor 


to profits, posting an 
increase of nearly 16 per 
cent in pre-tax earnings to 
$S6m. The result highlighted 
the tumround in the group’s 
sluggish performance. 

However, the clothing and 
home division, which 
includes retail chains such 
as Target, Fosseys and 
Katies, saw earnings decline 
by 7 per cent to $B5.2m, 
weighed down by disappoint- 
ing sales in the Katies wom- 
ens’ clothing chain and fur- 
ther store closures In the 
Fosseys chain. 

Tbe stock market had fac- 
tored in expectations of good 
results following the 
announcement earlier this 
month of the increase in 
half-year sales. The compa- 
ny’s shares closed steady at 
17.65. 


COMPETITION FOR A THIRD 
MOBILE TELEPHONY LICENCE 
(DCS 1800 & GSM) IN IRELAND 

Extension of Deadline for Delivery of Applications 

The deadline for delivery of applications for the competition for a 
third mobile licence (DSC 1800'& GSM) in Ireland has been 
altered as follows in accordance with paragraph 1.7, Section 1 of 
the tender of document. 

Completed applications shall be delivered not later than the closing 
time of 14.00 hours (local time) on Monday, 6th April 1998. All 
applications will remain sealed until after this closing time. 

It is now the intention of the Director to announce the highest 
ranked application during June, 1998. 


Etain Doyle 
Director 
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ACCOUNTANCY ANTI-TRUST WATCHDOG EXPECTED NOT TO CHALLENGE PLANNED MERGER OF PRICE ^WATERHOUSE AND M 

US set to give go-ahead to merger 


By JfraKefty, 

Accountancy Correspondent 


The US Department of 
Justice's anti-trust division 
is expected to Indicate in the 
next 48 hours a decision not 
to challenge the planned 
merger of Price Waterhouse 
and Coopers & Lyhrand. 

It is expected that the 
European Commission - the 
other big regulator consider- 
ing the $n bn deal - will 
then file its statement of 
objections to the two firms. 


setting out any continued 
concerns ft may have. 

Brussels is understood to 
be focusing on what it sees 
as high market concentra- 
tions in some areas of audit- 
ing, such as insurance and 
banking. 

But both firms believe 
these concerns can be over- 
come. "This is not going to 
scupper the merger. The 
merger may need some 
tweaking but the signs are 
very good,” said one execu- 
tive. 


The collapse of the 
planned $17bn merger of 
KPMG and Ernst & Young is 
understood to have drasti- 
cally reduced regulatory 
Sears, especially in the US. 

However, Karel Van Miert, 

the European competition 
cftffiTnijftginnpr . is still under- 
stood to be concerned about 
specific concentrations. 

International regulatory 
concerns - centred on 
IOSCO, the dub of the 
world's leading securities 
regulators - also appear to 


have cooled, although in the 
long term the auditing sec- 
tor may face more public 
scrutiny. 

Jim Schiro and Nick 
Moore, the prospective chief 
executive and chairman of 
the new firm, briefed Mr Van 
Miert on the merger 
recently, and it Is under- 
stood that certain problems 
over market share have 
since been discussed. 

The firms now believe that 
only an inability to find a 
way of reducing market 


share in specific sectors 
could destabilise the merger. 

The US Justice Depart- 
ment's decision appears to 
have been delayed until the 
last moment in order not to 
undermine Brussels' own 
competition process. The 
firms will now have two 
weeks In which to study the 
Commission's objections. 

While executives seem 
confident they can avoid 
“horsetrading” to get the 
deal through - by persuad- 
ing the Commission to 


revisit its statistical analysis 
of market share - there is a 
strong possibility Mr Van 
Miert will require some con- 
cessions. 

The Commission's analysis 
of the market shares of 
KPMG and Ersnt & Young 
was based ou national mar- 
kets rather than regional or 
global ones. On this criterion 
even the PW and Coopers 
merger - although smaller ~ 
will have significant concen- 
trations in big company 
auditing in some countries. 


Profits decline 

at Toys R Us 
in final quarter 

nn imoroviiig operating 


Telefonica alliance hunts for Argentine media bargains 


Partners are aiming to obtain press and 
TV content, writes Andrea Campbell 


T he strategic alliance 
between Spain's Telefon- 
ica Intemacional and 
Citicorp Equity Investment, 
the Argentine private equity 
arm of Citibank of the US. is 
planning at least two more 
large acquisitions in the 
print and television industry 
this year. 

Speaking on behalf of the 
alliance partners, Luis 
Martin de Bustamante, presi- 
dent of Teleftmica de Argen- 
tina, said these moves were 
part of a bid to become a 
“market leader” in the 
Argentine media industry. 

Telefonica and its partners 
have been looking to acquire 
40 per cent of Editorial 
Atlantida, one of Argentina's 
largest magazine publishers 
and owner of the leading 
television station, he said. 
The group was also in talks 
to acquire a majority stake 
in the financial newspaper 
Ambrto Financiero. 

The alliance was also not 
ruling out the acquisition of 
a flagship newspaper, said 
Mr Bustamante. Representa- 
tives from Telefonica's 
media partners in Spain. 
Grupo Recoletos. came to 
the Argentine capital in Feb- 


ruary to assess market possi- 
bilities. 

The group planned to 
bring in Recoletos, a subsid- 
iary of Pearson of the UK, 
owner of the Financial 
Times, as manager of a new 
multimedia holding com- 
pany dedicated to content 
when the Atlantida deal goes 
through. Recoletos would be 
charged with acquiring and 
managing all new print 
media acquisitions. 

“The most successful con- 
tent in most countries is 
local content and the print 
media are expert generators 
of local content," said Mr 
Bustamante. 

The group was looking to 
print and other media to 
assure content far an ever- 
widening distribution net- 
work, recently expanded to 
include a growing list of on- 
line services. In November 
Teleffinica and CEI estab- 
lished Advance Telecommu- 
nications, a data transmis- 
sion and online service; they 
already control more than 
half the internet market 
with the recent acquisition 
of three local providers. 

Teleffinica was also 
looking at boosting its online 



Luis Martin ds Bustamante: bidding to be market leader 


Argentine partner in multimedia purchase 


Teleffinica Intemacional and its 
partners continued to add to 
their multimedia empire this 
week when Tomeos y 
Competendas, the Argentine 


sports programmer of which 
Teleffinica holds an 8 .3 per cent 
stake, bought 7 per cent of the 
multimedia group Muttlmedios 
America, writes Andrea 


Campbell bn Buenos Aires. 
TyC also bought ell of 
Muttlmedios America's Framer, 
Argentina's largest cable TV 
programmer. 


service, Info Via. with inter- 
active services provided by 
the country's premier sports 
programmer, Tomeos y 
Competendas, said Mr Bus- 


tamante. Teleffinica, the purchase of several lead- 
together with Citicorp, ing cable operators, 
acquired a stake in TyC last _ Teleffinica was also inter- 
year as part of a $L5bn buy- ~ ested in expanding its origi- 
ing spree that also included nal business of basic tele- 


phone service, in prepara- 
tion for the end of its basic 
telephone monopoly, be 
added. Teleffinica and Citi- 
corp are partners in Colntel. 
the bolding company which 
owns 60 per cent of Teleffin- 
ica Argentina, basic operator 
for southern Argentina. 

The Argentine government 
has ruled that TA and Tele- 
com will continue to main- 
tain their monopoly posi- 
tions in the country until 

1999, after which the market 
will be opened up to two 
more competitors, Movicom 
and Cm, both currently cel- 
lular phone operators. In 

2000, the market will be 
opened up completely. 

T eleffinica has already 
begun taking steps to 
assure its presence In 
the north. 

The larger objective is to 
become “an important 
player in Mercosur”, the 
trade group comprising 
Argentina, Brazil, Uruguay 
and Paraguay, that has Chile 
and Bolivia as associates. 

This is the seventh m a series 
on Latin American media 
markets. Previous articles 
appeared on January 20. Jan- 
uary 3, December 19, Febru- 
ary 25. March 4 and March & 


Xerox 
loses 
$200m 
on sale 


By Richard Waters in New York 
and Scott Morrison in Toronto 


Xerox yesterday in effect 
completed its long-delayed 
departure from financial ser- 
vices with an agreement to 
sell the last of its insurance 
operations for an after-tax 
loss of almost $200m. 

The ITS document process- 
ing company has been 
involved for the past 18 
months In a piecemeal sale 
of the various operations of 
its insurance subsidiary, Tal- 
egen, since an outright sale 
of the business to Kohlberg 
Kravis Roberts collapsed 

The insurance disposals 
represent the final leg of a 
five-year-old plan to abandon 
financial services after a 
disastrous attempt at diver- 
sification in the 1980s: other 
US industrial companies 
that blundered into similar 
problems, such as Westing- 
house Electric, have long 
since quit financial services. 

Yesterday, the company 
said it had agreed to sell 
Crum & Forster, a commer- 
cial property/casualty 
Insurer based in New Jersey, 
for $680m, including the 
assumption of $il5m debt. 

The business Is being 
bought by Fairfax Financial, 
a Canadian financial ser- 
vices company. 

Xerox said it would Incur 
“transaction-related costs" 
from the disposal of $75m, 
though It did not provide 
further details of these costs. 
It added that the sale would 
lead to a “final write-off of 
less than S200m after tax" in 
its first-quarter results. 

The group said it had 
raised S3 -98b n from Insur- 
ance sales in all (not count- 
ing other financial services), 
which included repayment of 
$270m of debt 

Fairfax has recently made 
several international acquisi- 
tions, including the Ber- 
muda reinsurance group 
Sphere Drake Holdings for 
$300m last year. In late 1996, 
it took over France’s Com- 
pagnie Transconttoentale de 
; Reassurance. Fairfax’s share 
price has risen from C$320 
last November to C$390 yes- 
terday. 

The Canadian company 
Said it would finance the 
acquisition by issuing debt 
and subordinate voting 
shares, leaving it with a debt 
to capital level of about 30 
per emit- It had total assets 
of c$7 .5bn (US$5.3bn) as of 
September 30 1997 and earn- 
ings of C$564m for the first 
nine months of the year. 


CVRD posts record R$756m earnings 


By Jonathan Wheatley 
fa SSo Paulo 


Shares in Companhia Vale 
do Rio Doce (CVRD), the 
world's biggest iron are min- 
ing group, rose sharply yes- 
terday after it announced 
higher -than-expected divi- 
dend payments and record 
profits in 1997 of R$75Gm 
(US$668m). up from R$5iTm 
in 1996. 

Preferred shares gained 
almost 3 per cent by mid-ses- 
sion in SSo Paulo yesterday 
after CVRD said it would 
pay dividends of RS1.33 per 
share, compared with RS0 j56 


last year. Its less liquid vot- 
ing stock gained 5 per cent 
Newly traded shares will, 
continue to qualify far divi- 
dends until a shareholders’ 
meeting cm April 23. 

The grohp, privatised last 
May for US$3.1bn, said 
changes implemented over 
the past six months should 
help gross margins rise 
above 40 per cent this year, 
compared with 37 per cent 
last year and 29 per cent in 
1996. Most analysts are fore- 
casting profits of about 
R$lbn fids year. 

CVRD’s new controllers - 
led by Brazilian mining 


group CSN backed by 
NationsBank. of the US and 
-foreign and local investors 
coordinated by Opportunity, 
a Brazilian financial group - 
took over management last 
August. 

The company said the 
improvement in profits was 
hugely due to savings made 
since then in payroll costs 
and from renegotiated ser- 
vice contracts. 

Profits were also helped by 
higher prices for iron ore. 
which rose by 1.1 per cent 
compared with 1996, and by 
a 7.3 per cent devaluation <rf 
the real against the US dol- 


lar during (he year. 

Other factors were a 
switch from production of 
iron are to higher value pel- 
lets and from CVRD’s activi- 
ties in railways and ports, 
«nfl in manganese and potas- 
sium. 

The group should benefit 
from higher prices again this 
year. The price of iron are 
has risen 2.82 per cent from 
1997; and the price of pellets, 
which fell by 0.5 per cent 
last year, Is likely to rise by 
3 per cent this year, a com- 
pany official said. 

The group laid off 4,618 
workers last year after a vol- 


untary redundancy pro- 
gramme attracted more 
interest than expected. It 
plans to recruit 1,000 work- 
ers to bring staff back up to 
about 11,000. Redundancies 
cost R$95m to implement 
and most savings would not 
be felt until this year, the 
official said. 

Most cost savings last year 
came from CVRD’s increased 
freedom to negotiate with 
suppliers following privatisa- 
tion. Since August, It had 
renegotiated contracts 
across a range of services 
from geological exploration 
to transport and catering: 


Minorco hit by fall in commodity prices 


By Mark Ashurst 
In Joh an nesburg 


Weak prices and a sharp fall 
In commodity prices during 
the fourth quarter knocked 
full-year earnings at 
Minorco, the Luxembourg- 
based offshore arm of South 
Africa's AngZo American 
group. 

Net earnings before excep- 
tional items dropped 17 par 
cent to $329 m, from. S396m in 
1996. Earnings per share fell 
to $1.36 in the year to 
December 31, from $1.50. 

The final dividend was 
unchanged at 42 cents a 


share, bringing the total for 
the year to 64 cents, com- 
pared with 63 cents the year 
oerare. 

The results were In line 
with analysts' expectations. 

Hank Slack, chief execu- 
tive, said 1998 would be “a 
challenging year" as the eco- 
nomic crisis in Asia 
depressed commodity mar- 
kets. Increased efficiency 
boosted operating net 
income 10 per cent to $653m, 
and Minorco would continue 
to trim costs and write off 
marginal businesses. 

The do w n tur n presented 
“an opportunity for a com- 


pany like us with a strong 
balance sheet” and the 
group would consider acqui- 
sitions. "In a climate like 
this, I think you could find a 
coming together of indus- 
tries that we wouldn't other- 
wise have seen,” he said. 

Acquisitions last year 
included new pulp and paper 
interests in Poland, coal 
properties in Colombia, and 
two nitrogen manufacturing 
plants in the US. 

Mr Slack dismissed specu- 
lation that the broader 
restructuring of Anglo 
American could lead to the 
South African group absorb- 


ing the best of Mlnorco's 
diversified natural resources 
businesses. 

Anglo American said last 
year it would rationalise its 
South African businesses 
along commodity lines. 

Both groups are In talks 
which could lead to Minor- 
ca's gold interests being 
transferred to Anglogold, 
Anglo's sew gold producer. 
Analysts have speculated 
that other businesses, in par- 
ticular paper and p ackag in g , 
could be combined with 
Anglo’s Mondi subsidiary to 
form an independent, 
focused producer. 


However, Mr Slack said 
Minorco was committed to a 
diversified structure, and 
would seek to expand its 
base metal interests. "The 
reorganisation at Anglo is 
primarily South African 
business. It doesn’t affect 
Minorco as I see It," he said. 

Capital expenditure rose 
from $31 lm to $985m, as 
development spending 
increased at the CoUahuasl 
copper mine in Chile, the 
Coro Vanguardla gold proj- 
ect in Argentina Net debt 
rose $277m to $1.3bn, of 
which $670m was non-re- 
course loans from Minorco. 


Waste Management gets taken out by USA Waste 

One of the most dramatic business stories has come to an end with demise of US group, writes Nikki Tait 


T he expected demise of 
Waste Management, the 
biggest waste disposal 
company in the US, as it 
folds Into the smaller USA 
Waste and is effectively run 
out of Houston, brings to an 
end one of the most dra- 
matic business stories seen 
in the US recently. 

Two decades ago. Waste 
Management essentially 
revolutionised an industry. 

Starting out as the former 
Ace Scavenger Service, with 
just 12 collection trucks, ft 
bought domestic waste busi- 
nesses and assets in what 
was then a highly frag- 
mented industry, and then 
began to amass contracts 
overseas. 

It pushed into broader 
environmental services, such 
as site clean-ups. and 
low-level nuclear waste 
disposal. 

Much of this heady acqui- 
sition spree was funded by 
Waste's once highly-rated 
stock, and by the early-i990s 
the company was valued at 
more than $20bo- 
Although Browning-Ferris, 
Waste’s Texas-based rival 


followed a similar strategy, 
the Chicago-based group 
could easily and fairly claim 
to be the world's largest 
waste collection and disposal 
company. Its margins were 
the envy of its competitors. 

What has emerged over 
the past six months is the 
extent to which that g ro wt h 
was never backed up by 
Internal management, nor 
based on solid accounting^ 

Last month. Waste toofc a 
$3£bn pre-tax charge as it 
restated earnings back to 
1992. That reduced share- 
holder equity to about 
$l^bn. 

After pressure from 
shareholders. Dean 
Buntrock, one of the 
company’s main founders, 
finally gave up any active 
management role, but for 
months the company has 
been s t rugg ling to find a 
new permanent chief 
e x ecutive. 

But, while Waste's woes 
have been largely self-im- 
posed. the industry has also 
changed, making life a fat 


For a start, recycling has 


been on the rise: this is now 
estimated to account for 
about 26 per cent of all 
municipal waste in the US. a 
figure forecast to grow to 30 
per cent by 2000. 

Recycling, however, is a 
volatile and high-cost busi- 
ness for waste companies, 
with returns dependent on 
the price of end-materials, 
such as waste papa-, ft also 
diverts waste materials from 
dump sites - exacerbating 
the current surplus of dis- 
posal space, and driving 
down dumping prices. 

At the same time, regula- 
tion of the Industry has 
intensified. For example, 
new rules covering landfills 
- and requiring more strin- 
gent titters to prevent seep- 
age- have come into effect 
over the past five years. 

WchflSa White, analyst at 
Ptoar Jaffiay, estimates that' 
average, the regulation 
ftas Increased operating 
costs by an estimated $&$& 
V’ton". ‘ . 

pressures, in turn, 
todriveasecobd 
of rationalisation and 
restructuring. 


While the big groups, such 
as Waste Management and 
BFI. originally went on a 
chase for market share, the 
aim now is to build cost-ef- 
fective businesses, often con- 
centrating on specific 
regions where decent 
returns can be achieved, 
rather pursuing national 
coverage. 

Waste and BFI have been 
trying to prune back less 
profitable operations: for 
example. Waste last year 
talked of cutting operating 
managers and support staff 
by a fifth and h«« backed out 
of Canada and 30 other 
North American locations, 
as well as Prance, Austria 
and Spain. This, in turn, has 
presented opportunities for 
new groups to emerge. 

USA Waste, which has big 
operations in the Mid-Atlan- 
tic states and Canada, has 
been among the most aggres- 
sive newcomers, although 
Ms White calculates that foe 
top 10 public waste compa- 
nies overall spent about 
SS.Bbn on acquisitions in 
1996, and another $4tm in the 
following year. 


Still. USA Waste's $5bn 
spree over the past four 
years has been sufficient to 
push it into the industry’s 
number three spot, with 
about 8-10 per cent of the 
North American market. 
Estimated revenues for 1998, 
ahead of foe Waste merger, 
were put at about $3.5bn. 

Already, though, analysts 
have expressed concerns 
that foe pace of deals, and 
the company's heady growth 
objectives, could lead it to 
make poor investment deci- 
sions - essentially following 
in Waste's footsteps. 

The Houston-based com- 
pany - along with its new 
partner - was keen yester- 
day to stress the synergies 
which could be secured from 
this latest mega-marriage, 
putting the annual cost 
savings at about $800m and 
claiming the deal should be 
accretive to earnings by 
1999. And. for the. moment. 
Wall Street seemed happy to 
be convinced; USA Waste 
shares bounded $3tt to $42g, 
with Michael Hoffman, at 
CSFB, describing foe trans- 
action as a “win-win” 


By Richard Tomkins 
In new York _ 

Tovs R Us. the US toy 

retailer that last month 
warned of a profit shortfall 
for the year just ended, yes- 
terdav reported a decline in 
net profits from S 383 ™ 
$37Sm for the fourth quarter 
to January 31. 

Diluted earnings per share 
fell from $1-37 to Sl-32- For 
the full year, net profits rose 
from S427m to SfSOm.or 
$1.70 a share, in line wltn 
the company’s prediction 
last month. 

The comparisons wouia 
have been worse if not for 
the cost of an arbitration 
award that reduced the pre- 
vious year's earnings. Exclu- 
ding this, fourth-quarter 
profits fell from $386ra to 
$378m, while full-year earn- 
ings rose from S465m to 

*49°m. , . 

Robert Nakasone. who last 
month replaced Michael 
Goldstein as chief executive, 
said the coming year would 
be "challenging and excit- 
ing" far Toys R Us. 

The company would focus 


on improving operating 
earnings by reducing the net 
cost of its Christinas holiday 
seeing- programme, reducing 
distribution and handling 
costs, and reducing overall 
inventory levels. 

Toys R Us suffered tough 
competition from discount 
stores such as Wal-Mart in 
the run-up to Christinas, 
which reduced demand for 
some of its best-selling lines 
and forced it to cut prices. 

That left the company 
struggling to improve flag- 
ging earnings, which have 
felled for three years to rise 
above foe record of $532m, 
set in foe year to January 
1995. 

Revenues, boosted by new 
store openings, rose by 7 per 
cent to $5bn in foe fourth 
quarter and by ll per cent to 
$llbn for the full year. In the 
US, sales at stores open for a 
year or more rose by 6 per 
cent for foe year. 

Toys R Us said its Cana- 
dian and Australian stores 
posted double-digit compare-, 
ble sales gains for foe year. 
UK stores had high single- 
digit sales increases. 


US group to join 
battle for Steyr 


By Eric Fray In Vienna 

Borg Warner, the US 
automotive group. Is about 
to join the takeover battle 
for Steyr-Daimler-Puch, the 
Austrian vehicle company, 
which was thrown open this 
week when Creditanstalt 
postponed its decision to sell 
its 67 per cent stake to 
Magna International, a 
Canadian car parts concern. 

B anking sources said Borg 
Warner, which is Magna’s 
biggest competitor in North 
America, told Creditanstalt 
it was interested in acquir- 
ing Creditanstalt's Steyr 
shares and its 50 per cent in 
Steyr Fahrzeugtechnik, a 
joint venture with Chrysler, 
for an undisclosed amount 

Earlier, a German investor 
group called GSM 
announced an offer for Steyr 
and yesterday presented a 
bank guarantee from 
Munich-based Bayerische 


Vereinsbank. Hannes 
Androsch. a former finance 
minis ter and CEO of Credit-, 
anstalt. Is also planning a 
bid for Steyr. 

The latest development 
makes it unlikely that 
Magna will get Steyr for the 
Sch&5bn ($272m) that It orig- 
inally offered. 

Steyr's shares surged 
another 13 per cent to Sch47S 
in Vienna yesterday, well 
above the Sch365 offered by 
Magna. Since Monday, the 
shares have risen 27 per 
cent 

GSM offered up to 
Sch5.2Sbn for Creditanstalt's 
Steyr stake and said it would 
make a, fair offer to minority 
shareholders. Its bid is esti- 
mated at SchS60 a share, 
above yesterday's closing 
price. 

Creditanstalt said it would 
give all parties until March 
24 to study Steyr's books and 
make a definitive offer. 


NEWS DIGEST 


EQUIPMENT FINANCING 


Newcourt Credit in $1bn 
funding deal with Lucent 

Newcourt Credit Group, trie Canadian non-bank lender, has 
siQnot ! ®J?' y0ar a 9 reem errt with Lucent Technologies to flnanc* 
upto uSStbn In purchases by clients of the US telecommunica- 
tions equipment maker. The agreement follows Newcourfs acqui- 
s/Don last autumn of rival AT&T Capital for US$1 .0bn. 

AT&T Capital had an existing agreement to provide equipment 
financing for Lucent's business customers since 1996 and the 
ne w agre ement extends that arrangement to 2002. The Lucent 
contract provided a significant portion of AT&T Capital's revenue 

lhe contract suggests Newcourt should be success- 
ful In digesting the acquisition of Its larger rival 

Jl!l£ inaCfian 33S9t ' backwj financing company, which owns or 
manages assets of US$21 .Bbn. has d^ope^^mfhST 
** tha transportation, healthcare 

te f i in thS irTforTTiat lon technology 
^ 06,1 ° 8 "»' P"** 

DIGITAL/COMPAQ 

Campaign to quell merger fears 

company's names, do not contravene us Cmy ^ 

Digital said the adverts re8utetk3ns - 

tfon" spread by competitors in n«r»S!^ tl ?J 50UrTter “ rnlsin fanna- 

OMr Digital eastern, <° "I" 

TOBA CCO INDUSTRY 

us craving for cigars flags 

be waning. 1 ? US In the 19S0s could 

ot Wall Street's love affata^i the^S^ makai * ^ the end 
^ of manufacturers an * Wn 9 to go 

on fj® back of a wave of investment Iren,!?** ma * 8t last ^ 
popularity of ** 

atton and the spread of a y°un 9 er gener- 

rnany US cities. and smoking eiufas i n 

Hpwevw, the investment bubble wan 
maritetwas being flooded by cheaper ^ s ' 9ns *** 013 

teomkig concern In WasrtngtwTSSt * S S ns 

^about the health danger 

Yesterday, cigar stacks slumped ar, a i ^ 

warned of excess inventory and in ^ after ^ "tenufacturere 
Swisher imer^^" «». « sbwinglSX 

tatey.™ eaee end ®rn^^ a ««« °" Tuerts^J 

Year before. Swisher's shares ” h* 

during the past year, reaci 

White. Carwr-tWw^ 1 w 
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^- G JL™.I9^£ CQ J JtlGATI0N, PENSIONS MIS-SELDNG AND DEBT REFINANCING, TOGETHER WITH STRONG POUND, REDUCE PROFITS 

Exceptional leave BAT at £1.8bn 


By Christopher Masts 

and David Btockwefl 


Exceptional charges of 
£600m ($lbn) to settle 
tobacco litigation, resolve 
pensions mis -sellin g cases 
and refinance debt, knocked 
profits at BAT Industries 
sharply lower. 

Shares in the tobacco and 
financial services group, 
which plans to merge its 
insurance and asset manage- 
ment business with Zurich, 
the Swiss-based insurer, fell 
20V4p to 620p yesterday as it 
reported a 28 per. cent 
decline in pre-tax profits 
from £2.5bn to £1.79bn for 


1997. Economic turmoil in 
Asia depressed cigarette 
sales and the strength of 
sterling also undermined the 
figures. 

Revenue fell from £2A5bn 
to £24bn. 

Martin Broughton, chief 
executive, announced an 
operational review at Eagle 
Star, its UK-based composite 
insurance subsidiary, it has 
appointed consultants 
McKinsey to assess the 
strengths and weaknesses of 
the business. 

Mr Broughton said the 
group would not sell Eagle 
Star in its entirety but the 
review could lead to the sale 


of parts of the business or 
the outsourcing of certain 
operations like claims man- 
agement. 

Eagle Star is regarded by 
analysts as a poor performer 
among composite insurers. 
Some say it fits less well 
with Zurich, which is grow- 
ing its life assurance and 
asset management business, 
than other BAT subsidiaries 
such as Farmers in the US 
and UK-based Allied Dunbar. 

Analysts have in the past 
expressed concern that 
Eagle Star's level of reserv- 
ing against claims arising in 
London’s commercial insur- 
ance market or from employ- 


ers’ liability insurance could 
be inadequate. Mr Brough- 
ton said this was not so. 

BAT and Zurich have also 
begun their own wide-rang- 
ing review of the new' 
group's strategy, the results 
of which will be released 
with listing particulars due 
to be published in mid-May. 
The cost of refinancing debt 
as a result of the proposed 
merger led to an exceptional 
charge of £268m. 

The companies said they 
would begin this month 
seeking regulatory approval 
from insurance commission- 
ers in 23 US states. US fed- 
eral anti-competition author- 


ities are expected to approve 
the ' deal shortly. Lord 
rah-p s , chairman, said it was 
“very difficult" to predict 
when approval would be 
secured, but was confident 
there would be no unex- 
pected obstacles. Sharehold- 
ers are due to approve the 
deal at an extraordinary 

meeting on June 18. 

Overall, financial services 
profits rose 7 per cent in 
local currencies to £L05bn, 
helped by an “outstanding" 
performance from Fanners. 
There, trading profits grew 
16 per cent in local currency 
and the number of policies 
in force grew to 15.6m. 



Lord Calms: confident of US 
approval for Zurich fink 


Rentokil Initial 
eyes further 
acquisitions 


By Susanna Voyte 


Sir Clive Thompson 
yesterday said Rentokil Ini- 
tial, the international busi- 
ness services group he leads, 
was ready to make another 
sizeable acquisition. 

As he announced a 31 per 
cent increase in 1997 pre-tax 
profits to £4l7m (6696.4m) 
against the backdrop of a 
strong pound. Sir CUve said 
Rentokil had the financial 
capacity to look at deals in 
the region of £4Q0m. 

There has been specula- 
tion that Bflntnlril has been 
planning to take over a ser- 
vice sector rival. 

“I have seen those 
reports," said Sir Clive. 
There is sense in Rentokil 
looking at ISS, Compass and 
Securicor and we will con- 
tinue to look at those compa- 
nies." 

Rentokil. which tripled in 
size in 1996 after acquiring 
BET. said consolidation had 
kept managers busy but, 
“We are now one company 
with a single management 
team," said Sir Clive. “We 
currently have the manage- 
ment capacity to lift our 
eyes and consider the oppor- 
tunities. But that is not to 


say we will, or have to, make 
an acquisition.” 

Rentokil had been critic- 
ised for failing to nurture its 
old bumnesses while consoli- 
dating BET. However, Sir 
Clive said that turnover in 
the old Rentokil business 
had grown by about 10 per 
cent, while BET bumnesses 
were up by between 4 and 6 
per cent. 

Turnover rose 23 per cent 
to £2.87bn - but would have 
risen 30.5 per emit to £3bn at 
constant exchange rates, »hp 
company said. 

Geographically, turnover 
and profits were 19 strongly 
in the UK. continental 
Europe and North America. 
However,. Rentokil’s perfor- 
mance in Asia was hit by the 
economic slowdown in the 
region. 

Analysts said the BET 
acquisition had been bedded 
down welL However, they 
said it was diffi cult to quan- 
tify potential problems in 
south-east Asia. 

The company earned 7.5 
per cent of operating profits 
in the region last year and is 
exposed in Malaysia, Thai- 
land and Indonesia where 
the economic troubles are 
worst. 


COMMENT 


BAT 


With or without the forth- 
coming merger of its finan- 
cial services arm with Zur- 
ich, BAT needed to sort out 
Eagle Star, its composite 
insurer. Eagle Star's growing 
market share in directly sold 
motor and household policies 
has not been matched by 
profitability. BAT admits the 
subsidiary’s cost base is out 
of line; and the need, to con- 
trol claims costs is amply 
illustrated by last year’s 
worsening of underwriting 
losses. While reforms had 
started at Eagle Star - nearly 
1,000 jobs have been shed - 
the Zurich deal gives extra 


BATIndusfries 
Shaa price refeflra to the 
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impetus. Zurich is fortunate not to be tag m UK personal 
lines, where hot competition has helped fad the J JgW 
era of Royal & Sun Alliance and Commercial Union/General 
AcddentWhile the Allied DunbarBfe 
n pqriio fu nd management seem right tip Zurichs street, the 
lower quality Eagle Star lines do not - although mete 
businesses such as employers' liability may have appeal 
towhfteler-deaJmg. '« “ 

not surprising to hear the message Mwajamg mQ be 
kept in any case, non-core parts of Eagle Star might be 
saleable if they were in better shape. This argu ^ for 
tvnarattnnnl «mreerv first and pruning of the business portfo- 

t Faele Star hkp Guardian Royal Exchange, appears 
Sbfto^a*^ middle ground between the big boys 
and the niche operators. 
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Lonrho clears up tax problem 


By Andrew EdgecBffe-Johnson 


Lonrho has resolved a tax 
dispute with the inland Rev- 
enue which threatened to 
overshadow its planned 
demerger of Lonrho Africa, 
the group which spans 
motor distribution, agricul- 
ture and hotels in 14 sub- 
Saharan countries. 

The Inland Revenue had 
claimed that the demerger 
should be treated as a distri- 
bution of income to share- 


holders, rather than a tax-ex- 
empt transaction. 

This would have forced 
shareholders to pay tax in 
the same way as if they had 
received a dividend equal to 
the value of their Lonrho 
Africa shares. 

It would also have left 
Lonrho with “a substantial 
liability” to account for 
advance corporation tax 
Lonrho said yesterday that 
following further correspon- 
dence “the inland Revenue 


has confirmed that it is now 
minded to accept Lonrbo’s 
analy sis of the d emer ger”. 

Separately, Lonrho was 
told yesterday by a South 
African court that it could 
not commence an action 
against Impala Platinum 
Holdings, a subsidiary of 
Geucor. Lonrho had previ- 
ously Informed its share- 
holders of preparatory pro- 
ceedings a gains t Im pala and 
related parties for damag es 
in respect of an alleged 


breach of warranty. The 
claim Is for R3S6m ($72£m) 
which Lonrho has not 
accounted for. 

The UK-based conglomer- 
ate, which is restructuring 
to become a mining group, 
said it intended to appeal 
against this judgment. Its 
South African lawyers are 
advising that its prospects of 
success in both the appeal of 
the preparatory proceedings 
and the breach of warranty 
claim remain good. 


Schroders to 
invest $150m 
in US side 


By George Graham 


Schroders, one of the last 
surviving UK-owned invest- 
ment banks, is to spend 
$150m on building up its 

North American operations. 

But the bank, which yes- 
terday reported a 3 per cent 
increase in pre-tax profits to 
£246m ($409m), promised it 
would not make the mistake 
of believing it could take an 
the US investment hanking 
giants such as Merrill Lynch 
or Goldman Sachs on their 
home turf. 

Win Blschoff. chairman, 
said Schroders felt no need 
to compete in the global 
bulge bracket “It’s only in 
financial services that this 
happens. A widget manufac- 
turer wouldn’t say; ‘I’m 
going to take on GE.'” 

The bank, which three 
years ago took its stake in 
brokers Schroder Wertheim 
up from 50 to 100 per cent, 
plans to invest $50m along 
with other investors in a 
bridge fund which can pro- 
vide acquisition finance in 
support of its advisory busi- 
ness. 

It win also put $50m into 


its venture capital business 
in North America and $50m 
Into working capital to 
finance increased business 
volumes. 

Although Schroders has a 

strong North American, secu- 
rities business with highly- 
rated investment research, 
Peter Sedgwick, head of the 
investment banking division, 

acknowledged that it was 
not yet winning enough 
mandates for primary securi- 
ties issues. However, he saw 
considerable opportunities 
working for medium-sized 
US companies. 

Mr Bisdioff said Schroders 
bad won clients in the wake 
of last year’s upheaval in the 
investment banking indus- 
try, which saw Union Bank 
of Switzerland merge with 
Swiss Bank Corporation and 
Barclays and National West- 
minster Bank withdraw from 
equities. 

The bank has built strong 
positions in most of the 
world’s biggest pension fund 
markets. In Japan, it is the 
eighth largest investment 
adviser, and it is applying 
for an investment licence in 
Germany. 



BAT INDUSTRIES 


Restructuring proposals 
on schedule 


Preliminary results for the year 
to 31 December 

1996 


PRE-TAX PROFIT 
EARNINGS PER SHARE 
BASE DIVIDENDS PER SHARE 


1997 

£1 ,794m 
32. Op 
26.0p 


£2, 495m 
48. 6p 

26.0p 


The decline in pre-tax profit and earnings per share is primarily due to a number of 
one-off charges, while the strength of sterling further reduced operating profit by 
some £1 54 million. 


Financial services trading profit of £1,049 million was 7 per cent ahead in local 
currency. Profit from the general business was £673 million and from the life and 
investment business was 076 million. 


Tobacco profit was lower at £1,237 million, after provisions of £258 million for US 
legal settlements. Excluding these and other exceptional items, profit increased 
slightly in local currency. •; 1 / r; •• 


B.A.T Industries restructuring proposals are on schedule, with listing particulars due 
to be posted in May and an E.G.M. to be held in June There is a charge of 
£266 million In the 1997 accounts, principally reflecting the cost of debt refinancing. 


“We are confident that the merger with Zurich represents by far the best opportunity 
to develop oqr interests in financial services and that a free-standing tobaccb business 
will be even better placed to take advantage of the openings for profita^^owth,^ , 


Lord Cairns, Ghaiitaaa 


Fiji financial statements for the year ended 31/12/97 wB be delivered to the Registrar of Compares and cany an unquaffed auft report. 

The 1997 Amo) Report s being posted to shareholders at the end of March. Copies of the DreSranary amomceflient may be Odtared from the Conwany Secretary, BAT tatobies pie , Windsor House, 50 Victoria Street, London SW1H OfL 




' *■ •X *f***a6*ttr 



Global Reach In-Depth Capabiuties Local Insight Imusm Expertise 


l Mu i> kt v/,/w!/ 


Canary Wharf 

Working alongside the Canary Wharf 
management team, we acied as financial adviser 
and lead manager on an innovative £555 million 
30-year securitisation or current and future leases. This was (be 
largest single asset real estate securitisation of all rime. 



Colt 

Colt Telecom raised £213 mfllion » fiance the expansion 
ofjg local exchange naworlt in Western Europe. We acred i 

Iw j imnagr-r irroi hnt^ninnff nn I jijt Innnvariw rntnh i itarinti 

of dial cnnency high-yield debt and concurrent equity offering, providing 
Coil with the financing package most suitable to ns capital structure. 


1 


The Energy Croup 

The Eoergy Group issued its inaugural US$500 
miUtOfl Yankee issue white the MMC woe consider 
it* RKifiOrp's first bid for the company. We devised 
a unique structure to prated both issuer and investors firm a change in 
control and headed a marketing campaign rise created broad investor rapport. 




Etam 

We acted as adviser to Emm on to sale to Emm 
Dfvekrppement of fiance. The agreed puh&c offcrof 
£100 mlllkn comprised cash wiih a shore aheniative 
and (he axnbinarioo of the wo businesses selves » 
teKimie the Etam brand names hr Entope. 



Nomura International's Principal Finance Croup 

We acted as financial adviser to Nomura 
Intentariooal pic’s Principal Finance Group in the 
sale of AT&T Capital to Newcourt, for a tool 
consktemtion of US$1.61 bullion, consisting of cash and equity. This 
transaction created one of the world's largest asset finance companies. 



Siebe 

Siebe’s purchase of Eaton's ACO for £193 million 
resulted in global leadership in borne controls and 
amonntion products. We adviaed Siebe on this 
acqnisjDOO ay well as its £77 miiEoa divestment of Wefls, a jemicosductcr 
business. Both transactions helped Siebe enhance its Strategic focus. 



a* ,t- , 


MORGAN STANLEY 
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ty MINORCO 


Preliminary Results 


'While commodity price weakness weighed on our resuits, 
there were significant improvements in operating performance 
across the group." 

Julian OgiMe Thompson, Chairman 

• Significant reduction in commodity prices in fourth quarter arising from Asian 
financial crisis 

• Operating earnings increase by 10% to US$663 million 

• Net earnings before exceptional items decrease by 17% to US$329 million 

• Construction of Coilabuasi copper project and Cent© Vanguardia gold project 
well advanced — first production scheduled for 1998 

• Construction commenced at Lozna de Nfquel and Lisheen 

• Mondi Minorca Paper expands further into eastern Europe and Terra acquires 
major nitrogen manufacturing facilities in the UK 


Results highlights 

US$ millions except per share amounts 

Sales 

Operating earnings 

Earnings before exceptional items, tax and minority Inte r ests 
Net earnings 

Net earnings before exceptional Items 

Net earnings per share 

Net earning before exceptional items per share 

Dividends declared 

‘Rcanmncadcd by iiwron and subject to abttebaldeff’ tppronL 


Final Dividend 

Tbe proposed find dividend for tbe year to December 2 1. J W of 42 US asa b. subject to abutboldeo' approval, 
payable on May 15, 1998 co shareholders of record oq March 27. 1998k The 1997 annual report wiB beWafied to 
shareholderton or about Apnl 2. 1998. Copies may he abunoed fram tbe OK transfer agent. Roys^-Book of Scodaod 
pic, Registrant’ Department, RO. Box 82, Csxton House, Reddife Way, Bristol BS99 7NH, 

lip MINORCO 

Minorco SociStd Anonyme, Luxembourg, March II . 1 998 


Year to December 31 

1947 

1996 

5,662 

5,014 

663 

605 

618 

644 

305 

336 

329 

396 

136 

\50 

1M6 

1.77 

0.64* 

0.63 
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Hanson sells its Grove crane 
arm to Keystone for $605m 

* ucrp securities, estii 


By Jonathan Guthrie 


An investor group led by 
Keystone, the vehicle of Rob- 
ert Bass, tbe secretive Texas 
billionaire, is to buy the 
Grove Worldwide crane sub- 
sidiary of Hanson for $605m 
in cash. The disposal “will 
virtually complete” the con- 
version of Hanson into a 
focused building materials 
company, according to 
Christopher Collins, chair- 
man. 

Hanson finished an ambi- 
tious demerger programme 
in February last year when 
it span off its coal and power 
interests through the flota- 
tion of Energy Group. In 
October 1996 it demerged its 
Millennium chemicals divi- 
sion and imperial, its 
tobacco subsidiary. 

Keystone and its partners, 
which include the Texas 


management consultant} 

George Group. Is buying 
Grove as a long-term invest- 
ment. The Fort Worth-based 
investment business speci- 
alises in buying underper- 
forming businesses and turn- 
ing them round. 

Hollis Raskin Sax. a Key- 
stone representative, said: 
“Grove is a great company 
with global distribution and 
product lines, offering signif- 
icant market opportunities. 
What Keystone can bring to 
bear in strategic guidance 
and financial resources 
should greatly increase its 
potential." 

Grove makes a range of 
cranes and work platforms 
that are designed to be eas- 
ily mobile. The Pennsylva- 
nia-based company had net 
assets of $342m at the end of 
1997. Operating profits rose 
6.5 per cent last year to 


sasiiws 

HaS said profits were 

teld back by feUM 
pean and «st-Asian 

“’^“company said it would 

Would reduce inter™ 
proms for 199S but would 
not affect cashflow or divi- 
dends. It said the sale pnee 
represented a surpjuf over 
book value of £ 160 m. and 
that shareholders funds 
would increase correspond- 

,n AMly*t« said they were 
disappointed with the price, 
made through an auction 
run by Goldman Sachs, the 
investment bank. When 
Grove was put up for sale 
last June the company was 
valued at S«00m, they said. 
Clyde Lewis, analyst at 


HSBC Securities, estimated 
the exit p/e for Grove at LL2 
times. He said: “This is an 
unimpressive figure and will 
result in sharp earnings dilu- 
tion. The question now is 
whether Hanson can replace 
Grove with something it can 
grow." 

Ha nson will use some of 
the sale proceeds to pay off 
debt which stood at £217m 
at the end of 1997. They may 
also contribute to the pur- 
chase of insurance against 
environmental liabilities in 
the US, valued on Hanson's 
balance sheet at £675m- 

Hhnson said it reeded to 
make a series of smaller 
sales, estimated at £l3Qm. to 
free itself of all non-core 
businesses. These include 
Melody Radio, the Spectrum 
construction business and a 
property investment con- 
cern. 


TI has £600m for acquisitions 


By Andrew Edgecfiffe-Johnson 


TI Group, the engineering 
company, has £600m (Slbn) 
to spend on acquisitions and 
is considering three deals 
worth £400m, Sir Christo- 
pher Le win ton, chairman, 
said yesterday. 

The first purchases are 
expected to come in its John 
Crane seals division and the 
Bundy automotive and 
refrigeration components 
business, as TI believes 
prices in aerospace are too 
high for it to expand Dowty 
Aerospace at present. 

The renewed interest in 
acquisitions follows a nine- 
month period last year 
when. Sir Christopher said. 


RESULTS 


bis attention was on settling 
the board structure. 

Bill Laule, appointed chief 
executive last October after 
a three-way internal contest. 
set out his objectives yester- 
day. These were: to acceler- 
ate sales growth, leave the 
company's key financial 
ratios undisturbed, drive 
“lean management" prac- 
tices through the group, and 
focus on customer service. 

As expected. TI reported a 
5 per cent drop in pre-tax 
profits to £220.6m (£232 .2m) 
in 1997. The outcome 
included an exceptional loss 
of £1.9m on disposals, 
against a £ 21 . lm gain last 
time. The group also suf- 
fered a £l5m dent from the 


translation of overseas prof- 
its because of the strong 
pound. Operating profits 
climbpd from £ 20 lm to 
£ 218 .t?m on turnover up from 
£1.76bn to £1.87bn. 

The shares fell 3Jp to Slip 
as some analysts repeated 
concerns that margins at 
John Crane were set to faff. 

Martin Angle, finance 
director, pointed to underly- 
ing sales and profits growth 
of 12 per cent across the 
group, and said tbe return 
on investment had improved 
from 15 to 16 per cent. 

Operating profits at John 
Crane edged up from £97. lm 
to £99m as a 5 per cent con- 
traction in the mechanical 
seals market combined with 


increased investment to 
restrain growth. 

Bundy's profits slipped 
from £79. 3m to £78.2m 
because of weakness in the 
Brazilian car market which 
TI expects to continue in 
1998 . but its organic growth 
of 11 per cent compared with 
market growth of 4 per cent. 

The main driver of profits 
was Dowty Aerospace, which 
prospered in a buoyant avia- 
tion market. Tbe division's 
profits jumped from £24J2m 
to £42m. 

TI also established For- 
sheda polymer engineering 
as a separate division, say- 
ing Its 8-10 per cent market 
share offered scope for 
global expansion. 
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(fotke of Atyamtneot to (be Oxmrean Price 

liilci iiatkgial Container Terminal Services, Inc. 

Qnovpanted te tbe Rqmbttc of Uie PtdUpphies with Bmted UebiHtj) 

US$60,000,000.00 

5% Convertible Notes due 2001 
(“The Not**") 

ror 

IstonrettoiMlCteiitaliierTer^iadSvrtinjtoc 
By; Ottbank (VA_ Afeu 


March 10. 1998 


Wottea of A4 )nrem« a l to the Cmrecre lo n Price 

International Container Terminal Services, Inc. 

(tnenponted In tbe Republic of the PUtipptnca wftb limited UabfUty) 

US$130,000,000.00 
1.75X Convertible Notes doe 2004 

CTbe Note*") 

March 10. 19BS 


COMPANY NOTICE 




ABITIOI 
CONSOLIDATED 


Notk* to Shwiwholdwrs 
Notice is hereby given that the Board of Directors 
of AMtlbKonsolldsted Inc. has fixed the dose of 
burines, March 20 . 1998 es th. record date for the 
determination of dtareholders entitled to receive 
notice of the Annual Meeting of Shareholders 
of the Corporation to be held In MontrtaL Chiibec 
on April 27, 1998. The meeting will be held «t 
Grand Salon, B*$llaire #1. Hotel Complwe Desjardins 

ssr iw4 * 1 

March 12, 1998 
Jacques Veehon 

Sr. Vice-President and Secretary 


NOTICE TO BONDHOLDERS 

E3NPO 

ELECTRONICS, INC 


(fcewpondsd as « Company Ltd. 
by djareskj Taiwan, RjOXL) 
US$ 44 JNMj 000 
3% Brads Due 2001 

nSSPS* 18 HEREBY 
GIVEN that pursuant to 6<AXD 
ox me Tcm» and Conditions, the 
CMversion Right shall be sus- 
pended from March 16. 1998 to 
Apnl 15. 1998. 
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MEDIA CREATIVE PARTNERSHIPS 


Records sold 
all around 
the world 

Sony Music's distribution deals could 
become a model for other creative 
Industries, writes Alice Rawsthom 


Sony goes independent 


* j • „ 



tit 

* 



^ When Sony Music’s 
| talent scouts spotted 
1 new acts, they often 
found that an Independent 
record label had got there 
first. “We could say 'Sign 
with us, and we'll give you a 
million pounds’," says Paul 
Russell, president of Sony 
Music Europe. “But they 
always seemed to stick with 
the first indie who’d told 
them they were good.” 

Sony's solution was to 
negotiate deals with the 
independents, leaving them 
free to run their own busi- 
nesses bat giving Sony the 
right to sell their music in 
other countries. It started 
with Nude and Creation, the 
UK labels that signed Suede 
and Oasis respectively. Sony 
then struck similar agree- 
ments with other UK inde- 
pendents. including Setanta. 
Independiente and Skint, the 
dance labeL 

So far Sony’s strategy has 
been a model of a multina- 
tional group's efforts to tap 
in to the talent of smaller 
rivals without stifling the 
idiosyncrasies that made 
them successful. Its experi- 
ence is applicable in other 
creative sectors: film studios 
working with independent 
producers, or publishers 
moving into niche markets. 
Mr Russell now wants to 
refine his strategy by estab- 
lishing a European network 
of independents distributing 
each others’ music. But to do 
so, Sony must persuade the 
entrepreneurs who run those 
labels to join a network of 
other companies. 

Traditionally, relations 
between independent labels 
and multinational music 
groups have been fraught. 
The expansion of Sony and 
the other five companies — 
Warner, PolyGram. EMI. 
Bertelsmann and Seagram - 
that control 80 per cent of 


the $40bn music market, hap 
imposed intense pressure on 
independents. Many have 
sold out to multinationals, 
only for their old owners to 
have difficulty adjusting to 
corporate life. PolyGram 
closed the Go! Discs label 
after a row with its founder 
and was recently embroiled 
in a wrangle with Chris 
Blackwell, who created 
Island Records. 

Mr Russell was anxious to 
avoid these problems at 
Sony. The details of its deals 
with independents vary from 
company to company. It 
acquired stakes in Creation 
and Skint, but not in Nude. 
The only common theme is 
that Sony has the right to 
distribute the independents’ 
music outside their domestic 
markets through its own 
labels, such as Epic or 
Columbia. This saves the 
independents from having to 
assemble ad hoc licensing 
deals in different countries. 

Sony set up a division at 
its European headquarters 
in London, now called Sine, 

‘Oasis wouldn’t 
have sold 
23m without . 
Sony* 

to provide a one-stop shop 
for the independents by 
offering financial advice and, 
sometimes, capital. Sony 
contributed towards the 
advances paid by Nude to 
Suede and Ultrasound. It 
paid all of Oasis’s advance, 
gj gnpd the band and licensed 
it to Creation in the UK. 

Sine also liaises between 
the independents and Sony’s 
European labels. "The prob- 
lem with traditional licen- 
sing Is that labels tend to 
prioritise their oWn acts," 
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says Mark Chung, senior 
vice-president of Sine. 
“We’re here to make sure 
that doesn't happen by argu- 
ing their case within Sony.” 

So far, the thief beneficia- 
ries seem to be the indepen- 
dents' best-selling acts. 
“When Morning Glory 
(Oasis’s second album) came 
out, Mr Russell got the 
people from the European 
record companies in a room, 
and said ‘You’ve got to sell 
this record,' ” says Alan 
McGee. Creation's chairman. 
“We moan about Sony from 
time to time, but Oasis 
wouldn't have sold 23m 
albums without it” 

Sony makes money from 
the independents’ foreign 
sales (profits from Oasis 
should be $50m) and 
enhances its corporate image 
by association with hip 
labels. A sharper image 
should help Sony's labels to 
sign acts and Sine to attract 
new independents. 

When Skint looked for 
investment, it was courted 
by all the multinationals, 
and the founders went to see 
Mr McGee before signing to 
Sony. “Alan said it had 
worked oat, so we felt cool 
about doing the deal,” says 
Damien Harris, director. 


The principal weakness of 
Sony's strategy is that the 
independents’ less commer- 
cial acts may suffer. “Sony's 
got this great big global 
machine, and if they put 
their weight behind a Suede 
or Oasis they're pretty 
unstoppable,” says Saul Gal- 
pern. Nude's chairman. “But 
they don’t know how to han- 
dle smaller acts.” 

Some artists have been 
rejected by Sony's foreign 
labels, but might have been 
picked up by an empathetic 
independent When Creation 
renegotiated its original 1992 
deal with Sony in 1996, it 
insisted on being able to 
license its acts to other for- 
eign labels if they were not 
chosen by one of Sony’s. 

Mr Russell hopes that a 
European network of inde- 
pendents will tackle this 
problem by creating a 
vehicle to distribute Sine 
labels' recordings without 
straining Sony's overheads. 
Sony recently clinched deals 
with two independents, Ger- 
many's Yo Mama and Bel- 
gium's Double T. and is 
looking for similar 
ventures in other countries. 

The independents might 
also benefit from participat- 
ing in such a network. Typi- 



TECHNOLOGY WORTU WATCHING 


New squeeze for aluminium powder 


rth its B^rt weight and 
sistance to corrosion, 
imMum has great 
traction s for carmakers and 
tier manufacturers. 

It is not, however, the 
siest material to process. 

Is is es pe cially true if you 
mt to create afloys, 
txtures of the metal with 
tier substances. 

One obstacle to ahimintum 
Dcesslng is the thin, hard 
ide surface that forms on 
a meted. This not only 
Dtects the metal from the 
enents, but also makes it 
rd to turn aluminauni 
wder into so8d material. 
Powder processing is a 
pular way of creating 
mptex moulded shapes and 
mb&m materials to create 
ays. Take some metal 
wder, mix It with an 
oying material, such as 
rfoon, subject the mixture to 
at and pressure, and the 
wder particles can merge 


to create a finished product. 

WHh aluminium, the oxide 
coating on the fine particles 
acts as a barrier, preventing 
the aO important merger. 

Now, engineers at T&N 
Technology, at Cawston near 
Rugby, have come up with a 
technique that treats the 
powder with such brutality 
that the particles shrug off 
their oxide coating and blend 
to create sofid objects. 

T&N’s engineers have 
adapted a common process 
known as continuous rotary 
extrusion. This usually 
involves taking a solid bar of 
aluminium, for example, and 
forcing it Into a groove on a 
rotating cylinder. The metal 
fits into the groove and 
travels around as the cylinder 
rotates. The feed material 
comes up against a barrier, 
known as an abutment, that 
blocks the groove In the 
cyfinder. This forces the feed 
material out of the groove 


and into a heated die. 

TAN has devised ways of 
feeding aluminium powder 
and other powdered materials 
into the groove, creating 
pressures and temperatures 
that are high enough to 
disrupt the layer of aluminium 
oxide. 

This powder extrusion 
process strengthens the 
resulting m a teri a l by mixing 
the oxide thoroughly with the 
aluminium. Powder 
processing also makes it 
possSrte to insinuate fine 
particles of other materials 
into an alloy matrix. 

If the added particles 
remain unchan g ed at high 
temperature, the 
str e n gthening is Ekely to 
persist. Ceramics - aluminium 
oxide for example - do not 
melt at high temperatures and 
can provide what is known as 
(fispersion strengthening. 

Chris Bale, director of the 
advanced technology centre 


at T&N’s pletion products 
group, says component 
makers are keen to develop 
new aBoys with superior 
properties. “There is a fimit to 
what you can do by mating 
and melting," says Mr Bale. 

Andrew Cole, senior 
manager in TAN Technology’s 
materials engineering 
rie p a i tiu e o I, predicts diet 
continuous rotary extrusion of 
powder wffl make It possible 
for engineers to create 
mate ria ls for specific tasks. 

Easy in concept, TAN had 
to devise a proprietary 
technique for forcing the 
powder In. But now TAN has 
developed hundreds of new 
aBoys and made prototype 
components. Mr Bale predicts 
that within five years piston 
makers will be working with 
the technology, with products 
“on the street" within 10 
years. 

Michael Kenward 
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Delivering just 
what the 
doctor ordered 


which deliver drugs 
using a fine mist of 
ir, have long had a 
resting severe 
eases such 8S 

:-Aid, a private 
Bognor Regis in the 
feed a 

d drug delivery 

Tas advantages over 
I nebufcere. 


— Delivery, 
cise pre-set dose 
■ lungs, it uses 

software that 


hoi deliver the 
(the 


drug Is wasted, 
ilbie to measure 
unt received by 
at allows doctors 

lower dose of the 

Mddhave 
fing costs and 


Is set to 


use the system, HatoLfte, for 

three of its asthma drugs. 

MeefloAO: UK. tel 
(0)1243840888; fax 
(0)1243846200. 

Fizz bottles 
that stay fizzy 

Plastic bottles are lighter, safer 

and easier to cod than those 
made of glass. The snag is that 
they let gas leak out of fizzy 
drinks, which can become flat. 

pacHney, the French 
packaging company, has 
designed a bottle with a shelf 
life of at least 12 weeks - 
double that of most other 
plastic bottles. 

K is made of three layers of 

plastic: two layers of 
polyethylene teraphthalate (PET) 
surrounding a layer of ethyl vinyl 
alcohol (EVOH), which ads as a 
barrier to oxygen- The bottle 
pas a metal and plastic cap 
which helps keep In the to 

Bass Brewers is using me 

Plastic bottles, which are 
manufactured In the US. for its 
Carfing beer and Hooch 
alcohoflc fizzy drink brands, 
-may are being tried at outdoor 
evJrts where plastic bottles era 
t*r The elastic bottles are 


also quick to serve as the drink 
does not have to be decanted 
Into plastic beakers. When they 
were used at outdoor concerts 
in December, the speed at 
which they could be served 
meant that Bass sold 30-40 per 
cent more beer than usual. 

Bass Brewers: UK tel 
(0)1283513327; fax 
(0)1283513326. 

Search for the 
best insulator 

As part of the dive to build 
ever smaller computer chips, 
researchers are looking for new 
.materials with improved 
Insulating properties. 

In a report In today’s Nature, 
the International Journal, 
researchers at Bell Laboratories 
describe an automated 
technique far testing promising 
materials. They found that 

zirconium -tin- titanium -ox*de had 

better insulating properties than 
30 other compounds tested, its 
performance was also better 
than amorphous silicon dioxide, 
used lor integrated circuits. 

More work is needed before it 
can be Judged the best of the 
possible Options, although it has 
the advantage of being 


compatible with current 
fabrication techniques. 

Lucent Technologies: US, tel 
9085826540; fax 9085822521. . 

Washing away 
the nitrates 

In some rural areas the 
intensive use of nitrogen 
fertilisers has increased the 
c o ncent rati on of nitrates in 
drinking water to dangerous 
levels. This cannot be dealt with 
by conventional water treatment 
techniques, such as oxidation, 
filtration or disinfection, as they 
do not remove nitrates. 

The Bectric Power Research 
Institute In Palo Alto, California, 
has demonstrated a possible 
solution that involves passing 
the water through a film 
containing bacteria. This 
converts nitrates to nitrogen 
gas, which is released 
harmlessly into the atm o sph e re. 
The water is then filtered to 
remove any remaining bacteria 
and fine particles. The process 
costs an estimated 50 cents per 
1,000 gallons. 

EPR): US. lei 3149358590; 
e-mail kecams@epri.com 

Vanessa Houlder 


cally, they bear the cost of 
producing all their releases, 
which makes them vulnera- 
ble to cashflow problems in 
fallow periods. Sine could 
provide a steady stream of 
revenue from distributing 
the finfekwi recordings from 
other independents at no 
additional cost as the sub- 
sidiaries of multinationals 
do. Yo Mama has already 
agreed to distribute the 
Divine Comedy, a Setanta 
band, in Germany. But other 
labels have misgivings. 

“1 don’t see Nude as the 
marketing department of 
another company," says Mr 
Galpem. “That’s not why I 
founded it" 

Mr McGee is equally scep- 
tical, saying “I run an indie 
label because Tm into find- 
ing bands and si gning them. 
Paul Russell says it would be 
good for my cashflow, and 
I'm sure it would be, but I 
don't care about that." 

Sony must decide either to 
try to change their minds or 
whether its proposed Euro- 
pean network is incompati- 
ble with the ethos of inde- 
pendent labels. “I’ll try 

talking to Alan a gain ," ga ys 

Mr RusselL “But we won’t 
force any of them to do any- 
thing they don’t want to." 


FT GUIDE TAXING THE INTERNET 


Online traders slip past 
the collector’s net 


Nicholas Denton on a US proposal for a 
moratorium on internet taxes 


Why would anyone want to 

tax the internet? 

State and local authorities 
in the US rely heavily on 
sales tax to pay fin 1 public 

services. According to the 
Center for the Study of 
States, sales taxes account 
for over 30 per cent of an 
average state’s revenue. 

Online transactions are 
typically tax-free. A 
customer buying a book 
from AmazozLcom, the 
leading internet bookseller, 
pays no sales tax. 

What about the local 
bookstore? 

Local retailers still have to 
charge sales tax, which is 
one reason why online 
shopping can be such a 
bargain. And it is why some 
politicians, leaping to the 
defence of local businesses, 
are pushing for taxes for 
internet merchants. 

But internet commerce is 
small potatoes, isn't it? 

Not for long. Online 
retailers in the US sold more 
than Jlbn of goods over the 
Christmas shop ping season. 
Internet commerce including 
business-to-business 
transactions, was worth 
about S8hn last year and will 
grow to $327bn in 2002, 
according to Forrester 
Research, a market research 
company. Amazoncom, only 
three years old, may soon be 
the third-biggest bookseller 
in the US. If un taxed online 
retailing continues to grow 
at this pace, states and 
localities across the US will 
have big boles in their 
budgets. 

How did online retailers get 
such favourable tax 
t reatm en t in the first place? 

Online retailers are 
treated m uch as mail-order 
companies such as Dell 
Computer and L. L. Bean, 
which enjoy special tax 
treatment.. The ward to 
remember is “nexus". In a 
1992 decision on Quill Corp v 
North Dakota, the US 
Supreme Court ruled that 
th« mail-order stationery 
company did not have to 
collect sales tax when the 
buyer was in another state. 


It was exempt unless it had 
a physical presence - or 
nexus — there, such as a 
salesfbrce or property. 

What was fiie logic of that? 

The sales tax regime 
varies widely across the US. 
Also, including counties and 
cities, there are 30,000 taxing 
authorities in the US. it 
would be an administrative 
nightmare for catalogue 
sellers to collect all the 
different sales taxes and 
remit the money to the 
states in which customers 
live. The same applies to 
internet companies. 

Don’t fihe wires, over which 
online retailers sell goods, 
count as physical presence? 

You could argue that An 
out-of-state retailer is liable 
to collect sales tax if it has a 
local company acting on its 
behalf. Local internet service 
providers could be seen as. 
agents of online retailers. 
This is all very confusing, 
not least for tax collectors. 
Why don’t the states just 
collect the sales tax directly 
from the consumer? 

£o theory they do. Most 
states require purchasers to 
remit the appropriate sales 
tax to the state treasury- In 
practice, few do. 

So what is the solution? 

There is no easy answer. 
The current situation is not 
feir to retailers with a 
physical presence, which pay 
taxes from which their 
online competitors are 
exempt Rut making rmlinp 

retailers collect taxes on 
behalf of all the jurisdictions 
in which they sell would 
lump thpwi wi th 
administrative tangle the 


local stare does not face. 
How does the Internet Tax 
Freedom Aet every on e’s 
talking about deal with this 
problem? 

The act which Congress is 
set to vote on this mouth, 
postpones the moment of 
reckoning. Sponsored by 
Representative Christopher 
Cox and Senator Ran 
Wyden, of California and 
Oregon respectively, it calls 
for a moratorium on new net 
taxes until 2003. That 


proponents argue, would 
give time for internet 
commerce to develop, and 
for policymakers to agree on 
a more consistent sales tax 
system across the US. 

Who is in favour of that? 

First and foremost, states 

with lots of high-technology 
companies, such as 
California, Washington and 
Virginia. They may lose 
some sales tax revenue, but 
they stand to gain more in 
jobs and corporate tax 
revenues. President Bill 

rnrntnn and vice-president 
A1 Gore support the tax 
moratorium. The Senate 
Commerce Committee sped 
the legislation through. 

And against? 

Pretty much all the 
rustbelt and rural states. 

The Conference of Mayors is 
lobbying against the act. 

And the National Governors’ 
Association, while calling far 
the abolition of piecemeal 
internet access taxes, 
favours a standardised tax 
regime for internet 
commerce. 

What’s going to happen? 

The act will probably pass. 
Opposition is building, but 
probably too late to affect 
the outcome. In the long 
term, once the moratorium 
ends, online retailers will 
probably be subject to a 
standard national sales tax. 
Why should anyone outside 
the US care? 

The US today, the world 
tomorrow. Many online 
retailers typically conduct 
20-30 per cent of their 
business outside the US. 
There is the obvious issue: 
should online retailers be 
obliged to collect sales tax or 
value added tax on behalf of 
every country in which they 
do business? Not to speak of 
customs duties, and 

responsibility for their 
collection. 

Who are the players in fids 
game? 

Again, high-tech regions 
on one side, low-tech on the 
other. The Clinton 
Administration has proposed 
to the World Trade 

Organisation that 
cyberspace be one huge 
duty-free zone. Other 
countries are sceptical. 
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B ank meeting report weakens UK gilts 


GOVERNMENT BONDS 


By Simon Davies and Edward 
AMwi to London rod 
John Labate hi New York 


News of a split at the UK’s 
February monetary policy 
committee spooked, gilts yes- 
terday, but other govern- 
ment bond markets edged 
higher, and US Treasuries 
continued to regain some of 
their recent losses against 
German bunds. 

Andy Be van, senior inter- 
national bond economist at 
Goldman Sachs, said: “We 
don't think there is much 
room lor interest rate senti- 
ment to improve in Europe. 
However, I can’t see Ger- 
many selling off. But from 
here, I thh* the US is going 
to perform better again.” 

UK GILTS weakened after 
the report on last month’s 


dose call on Interest rates 
was released- The short ster- 
ling market weakened by 3 
or 4 ticks, while the June 
gilts contract settled A lortfer 
at lOTtt, some £ off its' high 
for the day. 

Simon Briscoe, UK econo- 
mist at NIkko Europe, said: 
“I don't agree with the -mar- 
ket's view that this makes it 
more likely that rates win go 
up. If you weigh up the argu- 
ment for raising against the 
argument for holding rates, 
the argument for holding 
has strengthened over the 
past month.” 

The spread against bunds 
widened by 2 basis points 
yesterday to 118 points, and 
Mr Be van said that it would 
take a very bullish view on 
interest rates to buy gilts 
now. 

GERMAN BUNDS contin- 
ued their strong perfor- 


mance after farther reassur- 
ances that inflation is 
nowhere in sight. The March 
bund future rose slightly to 
107.39, up 0-04, although ft 
had reached a' high of 107.69 
in the meaning. ■■ 

• Trading volume was slow 
at 113,054 contracts as most 
domestic buyers continued 
to hold their positions. 

The morning rally was 
triggered largely by a Bund- 
esbank economist’s report 
that concluded that Ger- 
many's Official infla tion rate 
of 1-1 per cent was overesti- 
mated by about 0.75 percent- 
age points. 

in addition, Guntnam Palm 
and Reimut Jochimsen. two 
Bundesbank councillors, 
said there was no need far 
interest rates to change in 
the near term.- 

“The perception is very 
clear that Inflation isn't 


going anywhere this year," 
said Sonfa Gibbs, senior mar- 
ket strategist at Nomura 
International 

She said the market has 
continued to shake off 
strong economic numbers 
released last week and early 
this week. It’s going to take 
something fairly sharp to 

shake the perception that 
German growth and Euro- 
pean growth is weaker than 
US growth,” she said. 

ITALIAN BTPs moved 
sideways, after shorter-dated 
bonds ran Into profit-taking. 
Italy has been marked down 
as the last European mone- 
tary union convergence 
story, but this has all been 
at the short end of the yield 
curve, which was driven by 
the hope of rapid and sub- 
stantial interest rate cuts. 
The March 10-year contract 
settled unchanged at 11&95. 


US TREASURY prices 
were mostly higher as the 
market awaited retail sales 
data due today. By mid-day 
the benchmark 30-year bond 
had gained Y< to 102-&, send- 
ing the yield down to 5-940 
per cent 

Shorter-term issues were 
more mixed. The two-year 
note was unchanged at 99H. 
yielding 5.533, while the 
10-year note gained £ to 99, 
yielding 5.632 per cent. 

“We backed off from the 
strength this morning and 
have found a very narrow 
trading range since then,” 
said Tom O'Connell, senior 
government trader at First 
Chicago Capital Markets. 

The Commerce Depart- 
ment released new figures 
on wholesale Inventories in 
January. Inventories of 
unsold goods fell 0.5 per cent 
to $27lbn as sales rose. 


The fall followed a 0.9 per 
cent jump in wholesale 
inventories in December but 
the new data made little 
impact on bond prices. 

The market is braced for a 
strong report on retail sales 
figures for February, with 
some expecting as much as a 
1 per cent rise in overall 
sales, and an upward revi- 
sion. to January's data. 

Also due today is a report 
on weekly unemployment 
claims. The closely-watched 
producer price index will be 
released on Friday. 

At 6pm London time, the 
Treasury spread against 
bunds had narrowed 3 basis 
points to 81 points. 

JAPANESE JGBs contin- 
ued to power ahead, edging 
higher in London after the 
yield on the benchmark No 
182 bond hit a historic low of 
1.51 per cent In Tokyo. 


Fannie Mae makes 
YlOObn global offer 


New international bond issues 


Ibn 

200 


INTEI^TIONAL BONDS 
By Edward Luce 


Fannie Mae, the US 
residential mortgage agency, 
yesterday continued, its epic 
1998 funding programme 
with its first yen- 
denominated offering since 
last October. 

The YlOObn global bond, 
which was lead-managed by 
Barclays Capital and Morgan 
Stanley, coincided with a fall 
in the benchmark Japanese 
government long bond yield 
to a new low of L5l per cent 

However, yesterday’s offer- 
ing, which was priced to 
yield a spread of 3 basis 
points, was priced against 
the 10-year No 202 JGB, 
which has a longer duration 
than The- benchmark long 
bond. * M 


"A lot of investors realise 
there are farther price gains 
to be made in the JGB mar- 
ket,” said an official at Bar- 
clays, which was lead- 
managing its first yen- 
denominated offering. 
“There is also scope for the 
appreciation of the yen." 

The official added that 
about 20 per cent of its dis- 
tribution went to Japanese 
and other Asian investors. 

BNDES, Brazil’s state- 
owned development bank, 
followed the sovereign’s 
debut in the euro last month 
with a seven-year euro offer- 
ing of its own. 

The EdOOm issue, which 
was priced to yield 421 basis 
points over the OAT bench- 
mark, was lead-managed by 
Sod6t6 G€n6rale. 

An official at SocGen in 
Paris said the deal was 


mostly targeted at Italian 
retail investors, although 
about 20 per cent went to 
French funds and another 
10 per cent to Germany. 

BNDES, which shares Bra- 
zil’s sovereign rating of 
B1/BB-, has a funding 
requirement of just US$lbn 
in 1998. The bond tightened 
by a couple of basis points 
yesterday. ' 

CELLULAR COMMUNICA- 
TIONS INTERNATIONAL, a 
US company that exists 
solely as an investment 
vehicle far its 14 per cent 
stake in OPL one of Italy's 
leading cellular phone opera- 
tore. launched a high-yield 
band denominated in euros. 

The E235m offering, which 
was led by DLJ, was priced 
to yield 475 basis paints over 
the OAT. It tightened after 
launch to a spread of 450 
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basis points. About 50 per 
cent went to US Investors. 

The company plans to use 
the proceeds to help retire 
slightly costlier dollar- 
denomtnated debt in the US. 
“It also wanted to switch its 
funding to euros so it can 
match its liabilities with its 


all of which will be 
denominated in euros,” said 
an official at DLJ in London. 

ST GEORGE BANE, a 
leading Australian bank, 
issued its debut asset-backed 
bond on the international 
markets. The USJSOOm bond, 
a securitisation of part of its 


home loan portfolio, follows 
a similar domestic transac- 
tion last year. 

“We wanted to diversify 
our investor base and benefit 
from slightly cheaper fund- 
ing in the eurobond market,” 
said Greg Bartlett of St 
George Bank. 


Ukraine euro 
issue cheaper 
than hryvnia 


By Charles Ctowr 
st Kiev 


Ukraine’s decision to follow 
last month's DM750m ejfto- 
bond with another high- 
yielding i ssue of E500m this 
week reflects official confi- 
dence that the hryvnia will 
depredate less than expec- 
ted by traders on the local 
Treasury bill market, where 
current yields exceed 45 per 

cent. ... 

This compares with a 15-06 
per cent yield on the latest 
«?uro offering and 16.2 per 
cent on last month® 
DM750m bond issue, a full 13 
percentage points above Ger- 
man bunds. 

“Despite high interest 
rates for emerging market 
borrowers overall, these 
rates are still cheaper for us 
than local borrowing,” said 
Vitaly Liaovenko, head of 
the Ukrainian finance minis- 
try's external debt depart- 
ment. 

Ukraine’s decision to bor- 
row on the euromarkets 
reflected the government's 
confidence that it can keep 
the expected devaluation of 
the hryvnia within reason- 
able limits, he added. 

In January, the govern- 
ment introduced a new, 
wider hryvnia-dollar 
exchange rate corridor and 
undertook to keep within the 
IB to 2.25 hryvnia to the dol- 
lar corridor under the terms 
of its latest $585m IMF 
standby agreement 

This allows a depreciation 
of 17 per cent from the 1.9 
hryvnia to the dollar market 
rate when the new corridor 
was Launched. 

The IMF agreed to lower 
its minimum reserve 
requirements, so freeing up 
part of the reserves to sus- 


tain the exchange rate 
within the agreed limits, in 
order to help the central 
bank keep the hryvnia 
within the exchange rate 
corridor. 

The exchange rate would 
have to depredate by 30 per 
cent over the next 12 
months, from the current 
rate of 2.03 to 2.64 hryvnia to 
the dollar, before the real 
return on T-bills fell to the 
level of last Monday’s euro 
issue, according to Patricia 
Bartholomew of Kiev-based 
brokerage Woodcommerz. 

Ms Bartholomew forecast 
that the hryvnia would be 
2 jj to the dollar in 12 months 
time. 

If it does reach that level, 
total interest - payment 
savings would be around 
$ 92 m on the euro-denomi- 
nated bonds alone, she 
added. 

Other analysts were more 
bearish on the currency risk, 
however, and pointed out 
that the hryvnia has already 
depreciated by 6 per cent 
since January 1, from L91 to 
the dollar to the present 2.03. 

They also point out that 
Ukraine's need to borrow 
abroad reflects its low level 
of hard currency reserves 
and the difficulty of attract- 
ing foreign funds into the 
domestic Treasury bill mar- 
ket. 

Last year, the finance min- 
istry issued mare than 5bn 
hryvnia in T-bills, more than, 
doubling the size of its 
domestic bond market. 

Half of these T-bills were 
sold to foreigners, but the 
Asian crisis led to a wave of 
selling, which put pressure 
on the hryvnia and forced 
sharply higher domestic 
interest rateB and bond 
yields. 
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■MteMriand 

02/00 

4500 

882829 

790 

_ 

-am 

+013 

-022 


11/DB 

4000 

107.4149 

993 

- 

-0-13 

+890 

-090 

tomr 

01/99 

aooo 

1049800 

*26 

-092 

-098 

_ 

+036 


uiAF7 

4760 

1144G00 

424 

-093 

-012 

-am 

-055 

Pectegrt 

03/09 

8500 

10*9960 

491 

+801 

■034 

-028 

-Z02 


09417 

£925 

1109588 

407 

-802 

-013 

-820 

-197 

BpM 

07/99 

T.400 

10*2290 

4.14 

+896 

-Oil 

-822 

-156 


03417 

7J50 

1142067 

597 

- 

-018 

-022 

-190 

Medan 

0T/W 

11900 

1059061 

*68 


-093 

-012 

-098 


0B417 

4000 

1189940 

537 

-003 

-0.18 

-830 

-1.49 

SriHM 

03/00 

8900 

1047000 

155 

-005 

-091 

- 

-0.16 


084)7 

4500 

11*3500 

272 

-007 

-017 

-OW 

-078 

OK 

osw 

mo 

flftlOM 

see 

+003 

-AM 

+078 

+015 


11/04 

4750 

1B35B59 

«99 

_ 

-0.14 

+003 

-194 


12417 

7250 

1042*22 

498 

+001 

-015 

-89* 

-127 


06/21 

8900 

1248281 

694 

+801 

-012 

-008 

-14B 

UP 

10/99 

5.625 

100.1250 

594 

-092 

-OIO 

+012 

-056 


U4H 

7S7TS 

1129000 

JjSU 

-093 

-012 

+898 

■4.72 


08437 

412S 

1039160 

571 

-892 

■012 

+097 

-897 


06/27 

4375 

1039880 

696 

-893 

-Oil 

- 

-088 

ECU 

OT/OO 

4900 

999300 

498 

-892 

-018 

-021 

-028 


04/07 

5500 

1039300 

499 

-891 

-aw 

-OIO 

-198 

UMdoa rioring. Dm To* MOd 



Sam teaneOw DriadT Uonefai 

TW* uatiudo 

a nantertteo 

Mad Jldd CMtL WHs tod *r M 

0B uMaUog IB *125 Mr 

CM MpM* *7 n 

BMkfeM. 








10 YEAR BENCHMARK SPREADS 






Spmd 

Spread 




Spaed 

Spread 


BU 

«c 

va 



BU 

« 

V* 

•tern 

IMf 

Bums r-anfc 



vuu 

Bondi 

T-Bonds 

Acetate 

468 

+190 

+095 

Beta Zeeland 

8.B3 

+1.95 

+130 

Aortrto 

4JJ7 

+008 

-086 

Nonaqr 


424 

+838 

-038 

BriVooi 

487 

+0.08 

-068 

Portugal 


407 

+019 

-056 

Coned* 

5-43 

+035 

-020 

Sprtn 


407 

+019 

-OH 

Oonmaric 

5.IB 

+030 

-043 

Sweden 


537 

+048 

“026 

FteSgnd 

*87 

-otn 

-076 

SwOzattoad 

2.71 

-2.17 

-092 

ftwa 

482 

+0.04 

-071 

UK 


.596 

+1,10 

+035 

Berawy 

4^8 

— 

-0.73 

us 


563 

+075 

- 

Inland 

5.12 

+024 

-051 

HU 


*99 

+011 

-094 

laftr 

416 

+028 

-0*7 




Japa ■ 

1JS8 

-030 

-495 

UM« <M«g- * Mr ctoMpg 


Heteertonds 

*87 

-OD1 

-078 

Wi—ort iwa tea 




EMERGfNG MARKET BONDS 











tMT« 

MflTa 

SOU 


FW 

SAP ad 

BU 


diga 

w 

Mr. 11 

dart Coum Ming price 

lieu 

>« 

HA 

US 


■ ECU BOD FUTURES (UATIF) ECU1 00,000 


■ MnONAL FRENCH BOID FUTURES (MATT) FFfSOOAOQ 


Mar 


Open San price Ctanga 
104.48 10441 +015 

10341 103-84 +0.15 


104.58 

1044)2 


lew EM. WL Open W. 
10435 104,147 70316 
1D3JU 55,755 56996 


Open Satfpriw Change fflgfi 

10330 103.74 +0.14 10338 


law Erf. «*. Open ML 
1(0.74 1359 10/128 


US CORPORATE BONDS 


■ BmWti ra b c w wDopnoaspwiV) 


Stria 

Price 

Apr 

~ CALLS - 
May 

Jai 

Apr 

— PUTS * 
May 

Jan 

182 ’ 

198 

ZOO 

Z13 

W 

0,17 

' 031 

in 

095 

122 

190 

Oil 

039 

057 

IM 

030 

062 • 

083 

046 

. 

089 

166 

095 

026 

043 

121 

1.« 

138 


BL«UiL0*14»Ra2l1<&!MM4qt(imlt.CWi5U)« Ml RIM. 


Germany 

H MUTUUM. 6BBMMI BUM) RttUKS (LIFTS* DU25090Q IDOtta Of 100% 


| Open Sett price Ctonfe Mgh 

JOR- ? 107/44 10738 +4104 107-68 

Sep - 10730 10833 +007 1074)8 


low 

10737 

107.08 


Eft vol Open hit 
11B024 211574 

50 34 


■ BUD HITUIB& OFIRNS (UTfl DK9>90Q poM» Ol 100% 


Strto 


CALLS 


vrn 


Mae 

Apr 

Mar 

Jon 

5«P 

Apr 

tor 

Jon 

510 

18700 

091 

090 

1.10 

131 

022 

051 

on 

138 

70750 

032 

092 

092 

197 

043 

073 

093 

1.64 

10600 

013 

040 

058 

097 

074 

1.01 

1.19 

194 



Red 


SOP 

Maria 

data 

Coupe 

FMng 


'•vf.&iCi 

k >. 

rr ■ ..- 

PacBM 

07/02 

725 

AA- 

NT Tel 

08/2S 

7.00 

At 

OWE 

05/08 

690 

BBS 

.:*ij hmcwsV:': 


%’lV- 

s>s:. . 

* «*T ’ 

see 

05/07 

ora 

AAA 

Bine One 

mm 

7.25 

A+ 

us area 

01«7 

730 

BBS* 

'M'BBMsiBuU:' 

t. “ 


*7 ! ' 


WMXTedi 

04/99 

625 

BBS 

WMMan . 

05/02 

6.75 

AA 

Dayton Hud 

06/21 

070 

BBB+ 


. iiT c 

* \ ’ 

■ 

ROIC 

04/U7 

7.14 

N/A 

SIMA 

03/00 

7.50 

m 

nw\ 

oars 

89S 

m 

FFC8 

tew 

095 

N/A 


T 

l'~ 

. ’*' 1 ’* 

SUM cant 

02AJ1 

9.83 

B 

ms* 

12701 

013 

88- 

Parattt 

06/04 

1073 

B- 


BM 

price 


ad 

iWd 


104.2712 

69.0019 

1103501 


6.10 

7.08 

638 


117.4535 

103,9164 

1053778 


622 

631 

630 


993433 

102.3566 

121.1485 

> •" 


639 

6.09 

637 


1073183 

1033149 

1306023 

H9.0740 


536 
5.71 
834 

537 


Da/s MBi’s Sprri 
ctge edge v 
yw yw Govn 

-am +o.i3 +448 
-am + 0.03 +i.i 2 

-417 -039 +033 

- *034 +0.49 

-031 +C14 +059 

- -039 +477 

-402 +414 +839 
-032 +022 +447 
-401 -032 +131 

O.-VJ ’ 

-401 +035 +036 

-031 +418 +0.17 

-fl.DI +0.01 +428 

- +0.05 +034 


101.1250 

1058750 

993500 


400 

aoo 

400 


E* M M. Mb 4*6+8 Aft 12847. Ftatae dvft J*. Crik 212335 Ms WB7 


87 riDMg MW A A*rt Megs TWac mHnut Ms 


Sam Mnean Ma/FT Mysnion. 


■ pmuoml rnwmt bubo oobu Rnwa pro; wesojoo iooctib o( ioo% 

Open Sett price Chengs tfigti Low Eft «ol open Im. 
Jun 10534 10532 -405 10533 10532 91394 191321 


US INTEREST RATES 


Latest 


Wnante . 


Bnkertaanda . 
FedJUi*. 


FedAMi w hmita 


Treasury B9b and Bond Yields 
One monte .... ■ Trio year — — 

Tw month • Una ner. 

71* Three worth 537 Rn yew 

5ft Sh monte — 532 I4jew 

- Doeyev 5.35 30 +r* 


533 

534 
538 
534 

494 


MW 11 

^iHi : iWl' 

EH 

Spot) 

Ptftp Manta 
Rrtmd HW 

Aiatite 
Abbey Nat 
Crad Fonder 
3CFHW 
;■ EBRO UBA/ 
EH 

Abbey IW 

WottOtany 

BBffM 

BB 

Drentearfib 
Brftati Gas 
Abbey Net FUN 

mmSe&i. 

EB 

ABN Anno 

Quebec 

CMcapBM 

Buyer L-Ok 
Toronto 
Beb Canada 
Ooutacfw B FRN 

■ steoya" 

Htm Bank 
Spain 

Cred Fonder 
RabrRM 


Red 

oaM Doupoe 


K/07 5.750 

01/07 5.750 
03H4 5375 

OWE a ton 


: 

01 AM 
02/04 
02/04 
12/01 

■:^.se 

02/07 

02/02 

06/00 

03/01 


5300 

4000 

9.125 

3.825 

7300 

6300 

0.625 

5.B25 


12/07 7.625 

12/07 7.750 

03ffl0 7325 
02/02 7.713 


04/07 7350 

WOT 7.125 
01/07 7300 

Q2/D4 5734 





IMfs 

lan'i 

Spread 

S & P 

to 

BU 

dme 

ctipa 

¥ 

Rdno 

price 

>« 


JM 

Gom 


^ -w- .--.-i -3 

AAA 

105.7700 

*93 

-0 91 

-0.17 

+0.12 

AA 

1053100 

4.99 

-091 

-017 

+018 

A 

101.7200 

5.04 

-091 

-013 

+092 

AA 

100.5922 

3.88 

+092 

-0.11 

-027 




AAA 

10*2800 

*65 

+401 

“013 

+0.15 

AA 

106.1900 

4.77 

- 

-0.12 

+027 

A 

1203000 

4-98 

- 

-022 

+9.48 

AA- 

900206 

4.07 

+002 

-Oil 

-OOl 

'$■% 


£¥s. 

AAA 

1126300 

5.19 

-0.02 

-018 

+ 0.12 

AA 

106.B500 

494 

+091 

-020 

+023 

A 

1079000 

494 

-096 

-034 

+038 

AAA 

1003883 

*35 

+093 

-037 

-014 



iW- 

-^'-/wry.- t-. 

• *' 





/+-I 

AM 

109.7491 

025 

+0.02 

-005 

+021 

M- 

1069245 

6.79 

+0.01 

-005 

+075 

A+ 

101.1036 

7.02 

+092 

+0.10 

+036 

AA 

1009574 

820 

+0.01 

+009 

-014 

’v'-iv, 



mu 



AAA 

1005500 

OOO 

-004 

+092 

+038 

AA- 

10*9196 

041 

-091 


+079 

At 

1039067 

042 

-OOl 

+092 

+080 

Af 

999702 

590 

+093 

-PM 

+021 


1 

4 

1 

$ 

% 



0004 9J0O 
05AM 8300 
07/99 10325 
09/02 5375 


AAA 1013520 538 


03/02 5350 

03/02 5.750 

06/02 4.750 

07/09 4797 


Loodea ekahg. 


5.79 

-093' 

+0.03 

+028 

5.72 

-096 

+091 

+021 

595 

-096 

+002 

+1.05 

598 

_ 

-002 

+010 


I® 

1.08 

-092 

-027 

+020 

1.02 

-003 

-026 

+020 

155 

-0.02 

-023 

+073 

030 

+006 

-016 

-098 


SondM a tart tanm vm* um oonoonmnaam 


■ NOTIONAL GKMAM BOBL UlTUREI OJFFQ* DM250300 1D0SHDM00% 


UK BONDS 


Open Sett price Change Hgb Low 
Jun ■- i(S34 -403 

Sep - 10102 -033 

Italy 

■ NPTWAL (TWIAM BOW. BOW (Wfll FUtOaES (UfffT Ufi 200m IOOQb Of 100N 


E ft ml Open W. 

0 

0 0 


5? FTSE Actuaries Govt Securities 


Price 


Wed 


Day'* 


Accrued 


UK Indices 


3B 

Sep 


Open 

119.14 


Sett price Change 
11495 
11021 


W* 

11019 


Low 

11490 


Eft ml Open kit 
29909 129147 

0 1807 


OK OH 

Mar 11 

change % 

Mw 10 

Meres 

«d 

1 I*te5jars/T£} 

12024 

-003 

12027 

227 

zm 

2 5-15 yen ( 20 ) 

16234 

-092 

16238 

2.83 

131 

3 Over 15 yean (51 

20011 

093 

20095 

3.09 

1.14 

4 taedbenaMes (*) 

24027 

0.15 

24838 

338 

197 

5 Al uocka (48) 

154.61 

-0.01 

15433 

2.70 

1.72 


6.15 514 535 

535 535 7.47 

535 535 734 

6.08 409 7 60 


624 

538 

536 


823 

537 

536 


731 

7.46 

731 


3? 

736 






t tr ■% 


V'.H?. 


^.■4. 



___ „ _ un filUil/Cd e-i . 

JS~.grgL Jffggnr- ?*•=«» 


629 627 

a» 609 734 

W8 409 735 


■ ITMiAM GOtrr. Bflod} 91P} FCIUW4 omORS (UFTB U>200n> ICOtU D< 100% 


SUha 


CALLS 


- PUTS 

Pace 

Jen 

Ste 

Jon 

6W 

11880 

123 

132 

028 

121 

>1SW 

095 

135 

1.00 

1.44 

11960 

089 

1.41 

124 

1.70 


6 

IfcbSyeereffl 

21629 

0.02 

21625 

2.74 

aoo 

7 

Over S yean (10) 

719.76 

007 

21061 

1.17 

195 

8 

A8 *tort«(12) 

21829 

098 

218.15 

131 

197 


— toBathn s% — 

“ar 11 war 10 tr. ago 


0w 5 TO 


174 

ZS4 


2.74 

294 


3.19 

351 


— toSattmi 10 % — 

Mam Mario 


200 

274 


M 0 OBiWrtlwnaBteailMteMmMiMM.OwrtBMm.lDr 01 h- 7 Wk.mawr BVfim.Mpc niMM. 1 FW|M 1 WOVatobMc. 


200 

274 


232 

231 


Eft ml He* cm j» Pm am pw*m am m. am ««a n* uso« 


FT Fixed Intefest Indices 

mbit Mr 10 Mr 9 


r 6 Mr 5 Wigo Mpr Lor* 


I BOND FVnmCS (M&f) 


JUn 

OK 


W448 

M404 


&eB price CMnge Hgft law 

10921 -405 10448 109.16 

M48D -am 10936 10478 


Eft eoL Open M. 
89344 TUBS 
14434 31370 


UK GILTS PRICES 


IUrU tef0 Mr 5 W M. Hwr 

13/Itf arwiii. - ~ 


(RO 10289 10332 10145 10143 10218 9530 104.10 9331 ftad brtoeei ,*,,+ 

•a us in. m iwa mm ■ ta warn GMOMtatei Mw> meeeeeiam vo « aaniaa 1395,0 ' 39.76 iml 37 h »« ,~ rt 

: 140H limMft low 5053 piMH/7% Blrio lift OoarlOdBW teoWMrt 15/IQIg m Rtwl hMeri IMl BE 1 * 11111 Mai ,,a<3 ?<0 ” 


■ HUM. 8 TEW WfViaKiUVQ 2104000 IDOfttcf 100% 


rid- -.52 mA- 

Bad Mctr+or- /W> Lm 


Jh 

Sop 


OP* 

1025B 


Srtt price Ctpnga 
10242 4138 

10337 -406 


**P 

102.58 


tow 

10240 


Eft art Open K 
2139 9013 

0 0 


*ftWWT 4 Jho mm Fhe Tan) 





‘l~.1T ■ 


IfM+VtlWW 

Tim 71+pc tiBBtt- - 


297 

725 


1nBl5>ipeWte 1*45 




Crartte 

DZA2 

7900 BBS- 

obmibu 

8.14 

+093 

-027 

♦159 

Potertd 

07/04 

7.12S 888- 

10132*8 

692 

+891 

+897 

+123 

Rnarie 

06/07 

10.000 BB- 

94900 

1094 

-019 

-094 

+032 



.';j ; 




-■■il 

Aigwdlne 

08/27 

9.750 BB 

909500 

995 

-002 

-0.11 

+098 

W 

D5/Z7 

10185 BB- 

069000 

1048 

-097 

-0.18 

+*56 

■ ■- - 

Rmm 

0506 

11900 68 

121.7500 

029. 

-004 

-096 

+398 


f y. 


rate.. 

07/06 

7.750 BBS* 

1033167 

7.10 

-098 

-010 

+1.49 

P«M*w 

ions 

0750 88+ 

859*91 

922 

-096 

-OH 

+3.46 

ThMand 

04/07 

7.730 B66- 

939683 

USB 

+006 

-123 

+027 



. r P ■ 


lifaamA 

07/DO 

9.125 88- 

HKL9DQ0 

790 

+022 

♦014 

+137 

Soalfa Africa 

1QAK 

8375- 88+ 

903541 

8.47 

-093 

-0.11 

+186 

TMwr 

0907 

10900 B 

1007827 

385 

-0.18 

-092 

*426 

4i$p«trri 

HNBS.. 

■4 + ;7 --3.il si ' ; : • 

Kftor.*-.-' 

’ T j 

■* ft 1 *! * te" 

-V.' ■; 


Acgarttee 

asm 

£500 BB 

750000 

828 

-OW 

-009 


Bltf 

04/14 

*500 BB- 

813000 

362 

-007 

“022 

+190 


12/19 

6230 BB 

8*9000 

7.78 

-001 

+005 

+199 

VneamM 

03/20 

8750 8+ 

859000 

8.14 

+0D1 

+006 

+132 



Opm 

Sea prior 

Chubb 


Low 

EM. m 

Open ML 

Mw 

125-90 

IS- 13 

+001 

125-23 

125-15 

68 

647 

Joe 

107-31 

T07-22 

4M» 

10600 

107-91 

81748 

180669 

■ low bct mma aram am aojm ws» m mm 




ErtfttteeMW. __ 
Tim Qijpc 

TiMRBRrieiBSW . 
EMITtrtCl 


11 . 8 ? 

431 


(1999 >139 


ItMlOJjpcHffl. 

TriNi«pclB»44 

1899 


1906 

60S 

978 


722 IWA 
741 100£ 
EM i»y| 
599 laJA* 
496 109& 
-IDD&ri 

839 m& 
679 10*A 
467 90*i 
488 >a^ 


— nil nan 

10 DH 100 

-a inn io*a 
-a nail 

-4 104U m i, 

— tow lOOA 
-si iwa 196A 
-J» 107U 1044 
-* B94 06U 
-d IMS KWJ 


Strike 

Price 


CAUS - 
Jen 


apt . mr 


JM 


ms 


1ST 

(06 


Ell toll 

US 


049 1-17 1-32 0-13 9-37 0-& 

0-22 046 0-<8 T-fl? (-17 

047 0-24 048 1-27 1-44 1-56 

, CNh 1660 PoB 901 MriM nr* 4901 H. Oft 3038 ran ZMte 


RfTtjRtt KXT) sm.im 32Bda rt 700% 



Opari 

LMM 

C*P * 

Hon 

IM 

EdL «0L 

OPM ML 

Hr 

126-18 

120-15 

+0-07 

m-i 1 

120-12 

71.788 

HUM 

Jm 

TIS-29 

wwb 

+0-07 

139-10 

110-28 

JW477 

a®3.ra 

s*p 

11901 

H9-25 

+0-05 

120-07 

119-24 

S413 

sajw 

Japan 

M. NOtBUL IM IBM JWMCK 

OM-.M 

MrmWMCfLFFflTTOeD lOOMOl 100% 


TMafftfCUOO 1 

tenapeMtnti, — 

Tam Use TWO 

IlMUpeTteB-l 

ItM tec 2000ft 

TrtOO Mg teto 2001. 

■niteiopeam 

c»9i»eaoift._* 
cmetmaxn — & 
Trawtec 2001 ft. 


621 

863 

11.44 

1381 

771 


415 

473 

889 

IN 


Era I2pe 1999-2 — ♦ lias 


OMrmt3S0?___ + 

tmoTpczoom.- 


48* 

861 


660 I01A 
461 104U 
866 113% 
167 101 j} 
4*6 IBS 

- IBM 
651 lQfti 

661 1068 
461 IW 
43* 1IBA 
7 83 IMA 
828 113A 
624 10211 


■* 104* 109U 
-ft IOHi 'Mil 
+A 1170 >13,: 

io#v i«u 

-ft 10IA 162ft 
— WpA MBA 

iiija 

4 a a 

■* 

-A »3U MW 
IMi 9M 


TrMl1i2peM01-* — 10.14 

UMitee 2 DW-__i a« 
Finteg3>]pe 1«91M_ aw 
Conr Bi9pc20M am 

r«*8Vfcjeo*ft — fijf 
Com Mas 2003. ___ 7 sr 

ErtnuPapcTOas. f 433 

nam2i2pcnm-».„ as4 
VMBljpo 2005ft — 740 

Coot OTiPC 2006 * 762 

Tm»7ioc7txm—. 861 
Tim 71ipc 2008ft- — 
iiM tec mo-eft — 

TflNf!l\0C tOta-7^. 

TiM6>)PC2Qa7ft 

Tim 7i«oc 2007ft- — 664 

nwi3>tfe20M-«-j US 

Tim 6pe 2006 ft 739 

Tim tec 7000 — 

Tim Stipe 20i Oft.— _ 

COnrtecLnOOll ft 

Tran tea 2D1 2ft 

1am S^jpc 

Tim 7hx 2012-1 5ft_ 


690 

751 

461 

765 


667 

41? 

766 

701 

571 

470 


662 113U 
423 119ft 
*08 « 
614 II7JJ 
667 non 
6.12 110ft 
412 126ft 
863 1291, 
404 1141] 

604 I2«U 
664 TOSff 
400 H0|S 
435 106*2 
430 122 U 
666 11714 
166 1031a 

43( 135% 
567 123H 
599 U6){ 

400 ll»ft 
601 127 ft 

663 lJau 
W 96A« 

605 1151* 


-ft 11511 112ft 

ia s 

-ft 118ft ID9U 
-ft IM 95ft 
-ft 119fi HIM 
12«{ 117ft 
-H 13«i 124JX 
-ft 115ft TOHJ 
1 * T 2 Sb 113U 
-A ’’Oft 98J3 

-ft 111 ft or* 

** 'XU 

-ft i23U ns 
-.‘a unj 105ft 
-it 1091J m. 
-ft 13% 131ft 
"ft 109ft 

-A !17ft ,0, 

102ft 88ft 
127ft - 

-ft «9ft 
-ft 

-ft 116ft 


““■u** m 

itoevs. * 

ss r* -^a* 

— (7961 

*** 

2lfr* S, -a 


J 8 W 00 E +or- 


168 
272 
280 
2 71 
287 
280 
282 

293 

294 
297 
296 
293 


247 180* 
203 1961} 
201 ISiU 
285 izsjj 

200 aSS 

299 189Q 

201 10M1 

201 IS 

2ffl 1 7BA 
2® 17a 

202 145ft 
208 1*9 


-A 191ft 179ft 




♦A toils: 

♦A i — 

+ft 2 

♦a i»fi i7oa 

+A 1«SI 17Rg 
* 1 t 185 145ft 

+ 1 * iWft i54g 
WH 

+A 14S4, I22ft 
+ft 1*3B 120ft 


> , 


- 120ft 


109ft 

no* 

80S 

99U 


wawsrstss 


lletllipTM 

Dm tec 201843 

TM6p0»l5tt — 
TM48ftpc201W 


UB 

6* 

865 


Etonian 3013-17 i 7 JO 


lima mw. mean la U6A 
anMlRolrtte 



Open 

am emp ' Hgb 

Urn 

Jbo 

13073 

18072 +044 13074 

13098 

sro 

13051 

180S +051 13091 

13051 

■ IIK tarn wh wrta* an m m Opn ifW^a te f 



Eat m OpW M. 
1470 0/1 

HO to 


■OnklteMToM 

CMtOUpeUg — 4. 
Urtifftpcjnar 

w&teewa {. 

ftw«ipcja8ii_i 

IlMteeJBStt - 

1 i*H Stale £003 

Tiate13Vpca»-3 -4 
HmTOkMOS 


•Jpar 1 aaa* tt T mAm 
BCIMI tiM 


650 625 ltlO 
861 431 USft 

413 630 110ft 
840 U1 IMtt 
741 667 108 

627 419 l(C 
1191 858 115U 
653 423 117ft 


iMteeamjt- 

iMBpeJOa— 


635 

595 





402 110U 
595 127ft 
296 I31U 
603 160 

59? H5M 
581 IQTft 






HCH I 


C«M4pe 835 

WrlnpHatcti 663 

CoeaJijpeBIKtt 486 

TretaJpcTOW 451 

Cm*24ec 668 

TM24PC 616 


ebMMQ*0 M+UXi 


tmS — ft* 

{““DwIOWm* 

•auSHfiSL— 

^ ... 


•52m*_ 
M* Lae, 




at 


■+ ^ 
A 

* * 



• '/ V, v 

— r«a -+. «. _ 









21 



'■*-* •- „• 




•>: ? 


:±-- 




--- _ I 




m 






i 


. -»■ 
r-« •* 


z-i-,.: -j ..:_. 



FINANCIAL TIMES THURSDAY MARCH 12 1998 


t * 


CURRENCIES & MONEY 


Central bank fall-out moves markets 


WORLD INTEREST RATES 


MAR^SREPOICT 
By Rfcftart Mams 

The fall - oat from ■ central 
bank activity in Asia a nd 
Europe woke the foreign 
e x change markets from their 
slumber yesterday. 

The arrest of a senior 
Bank of Japan official for 
alleged corruption, confirma- 
tion of an increasingly bitter 
split .between members of 
the Bank of England's Mone- 
tary Policy Committee, and a 
report by the Bundesbank 
that German inflation may 
be overstated, combined to 
help the US dntiar a nd ster- 
ling strengthen against the 
D4flark and the yen. 

Sterling strode to a seven- 
week high against the 
D-Mark, ending trading 
bouts in London at DM3.02. 
a gain of two pfennigs. The 
pound was also higher, by 
half a cent, against the dol- 
lar, closing at $1.6447. 

Rob Hayward, a senior 
economist at Ffamir of Amer- 


ka in London, said sterling 
was driven higher by the 
Bank of England's division 
over interest -rate rises, as 
well as talk of sterling 
demand ahead of a possible 
takeover or merger of a UK 
pharmaceuticals company, 
and options-related trading. 

■ The foreign exchang e mar- 
ket was surprised by the 
split In the UK's Monetary 
Policy Committee (MPC), 
revealed in the February 
minutes. Between the Janu- 
ary and February meetings, 
Mervyn King, the Bank’s 
chief economist, switched 
from the doves calling for no 
change in interest rates, to 
the hawks calling for hi g he r 
rates. That left the commit- 
tee divided 4-4, with rates 
staying on hold thanks to 
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the casting vote of Eddie 
George, the governor. 

Bob Hayward at Bank of 
America said the minutes 
showed a fundamental divi- 
sion between the two groups 
on the MPC. "It is just two 
completely different camps,” 
Mr Hayward said. 

The depth of division 
could be seen in the dovish 
arguments, where the Asian 
crisis, the possibility of a 
marked fall In UK equity 
prices and gloomy leading 
indicators suggested “the 
question was not to raise 

interest rates but whether to 
reduce them " 

Both sides agreed there 
was an upside risk to infla- 
tion from a fan in sterling's 
exchange rate. The hawks 
argued that a delay in rais- 
ing rates could lead to an 
appreciation of sterling, 
hurting exports but not 
domestic demand. Yester- 
day, at least, the hawks were 
right: the Bank’s sterling 
trade-weighted index 
climbed to 106.1, from 105.4. 
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Neil Parker, economist at 
the Royal Bank of Scotland 
in London, said a fail in ster- 
ling causing inflation “does 
not seem to bold water”. 

“It is questionable 
whether, given the price sen- 
sitive nature that consumers 
are showing, retailers will 
attempt to raise prices in the 
context of rising imported 
goods prices due to a ster- 
ling fan,” Mr Parker said. 


■ The contrast between the 
UK and Germany yesterday 
could not have been more 
stark. While the MPC's bat- 
tle was publicised, a Bundes- 
bank study showed that offi- 
cial statistics may overstate 
the level of inflation. Gun- 
tram Palm, the Buba council 
member, said he saw no rea- 
son at present to change 
interest rates. 

German inflation slowed 
to 1.1 per cent in February, 
its lowest level since pan- 
Germany inflation was cal- 
culated in 1991. Use rate was 
slower than the L3 per cent 
year-on-year rate in January. 

Mr Marc Chandler, at 
Deutsche Morgan Grenfell in 
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New York, said the news 
added to the dollar’s bullish 
tone, helping it break out 
from its range-bound trading 
against the D-Mark. 

“The market wanted to 
take the dollar higher. I 
think dollar sentiment is 
positive and US assets look 
a ttractive, especially in the 
run up to Emu," Mr Chan- 
dler said. 

Mr Chaniflpr characterised 

the dollar as taking a series 
of steps higher against the 
D-Mark - “making sure each 
move is solid” - with the 
bulls slowly ggtning ground. 

■ The Gungrtiar] dollar 
gained strongly against its 
US counterpart, since news 
that Jean Charest, the anti- 
separatist leader of the Pro- 
gressive Conservative party, 
was considering running for 
the leadership of the Quebec 
Liberal party. 

Yesterday the Canadian 
dollar strengthened by a 
cent against the US dollar, to 

C$L4Q7. 
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The AGA 1997 full year report 

is now available an 

SBC Warburg 
2 Finsbury Avenue 
London EC2M 2PP 
and on our Web site 
www.aga.se 
AGA AB (publ), 

SE-181 81 Li dingo, Sweden 


AGA 


£100,000,000 

DOMUS MORTGAGE FINANCE NO.1 pic 

Mortgage Backed Floating Rate Notes due 2014 

to accordance wKi the pnnrtatons ol the Notes, notice Is hetetay given, thet 
lor the throe monh period March 10, 1908 to June 10, 1998 the Notes efl 
canv an Intoroet Rato d 00625 par cam. per annum wflh a coupon amount ol 

S 2 .oaz.is. 

By: Th« Chase Menhatlan Bank 

London. Asm) Bank A CHASE 

MMchtznBe 


GUANGDONG OVERSEAS CHINESE TRUST 
& INVESTME3SfT CORPORATION 
FLOATING RATE NOTES doe 1200000. 1200001 end 1200002 

In acendanoe wirii the piovisicns of the Boating Rate Notes in three idles honed 
on 12 Match 1997 . notice is hereby given that for the period from 
12 March 1998 » 14 September 1998 , the Boating Rate Notes wffl bear interest it 
6 J 625 %pA. fcr Sorfe! I. & 4 I 25 %fUL far Series 2 , M 625 «pjL lor Series 3 . 

The interest amount payable oo 14 September 1998 per USS 10 Q 400 Note wffl be 
US$ 3487.29 fat Series I. USS 3 J 13.13 for Scries 2 Hid USS 333846 fcr Scries 3 . 

Bartisys Bank PLC, Bong Kong 
As Fiscal Agent and Agent bank 
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Industrial Bank 
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USSU0400JXM) 

Ftaotm* Rase Notes doc 1999 
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Mate «riH a* U5814.70 U4 per 
LlSSItMJ »0 Nm «a be UniATO-OS 
oo Uth jo» i*a 
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notice to the 

HOLDERS OF 
CORPORATE EXPRESS, OK. 

*50* ConvwtMe NMM 
Due Ady 1,2003 

A NOTICE wa* published oa 
PfbtMty 27, 1998 and Mm* 5 . 
>998 *bicb awKmncod > Tbodv 
Otarot q, to 35400,000 sham of 
the Coupuy's Com moo Stock. 
TbcTcader Offer ktn been eatood- 
ed fay the Oo mp «y ml will espbe 
U 540 pja. New York Oty Umc. 
on Friday. April 10 . 1998 , mins 
further emended. 


Dated: March 12. 1998 


Strta 
Pita 
BOB 
9460 
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Mediobanca International Limited 

tocopmted ewh farmed ioMtv in » Cayttw WarateJ 
A whcAKiwnod aubddtoy MadobancaBantai d Oradto Rnarenrio SpA 

Medmbanca Irrtemational Unrated 
ITL 120 bilion 8% Guaranteed Notes due 1998 

(the «Notas »1 

With w aiiau t s owriiafalB aito ortStronr shams of 
Telncom ItaKa and IMacfinn Sa 6 n Mobris tTormsrty SEP) 

Redemption of Notes and Payment of Interest 

Notice b hereby gwen that the Nodbs wHmeore on March 30 , 
1996 and wil acconfngty cssse to baar interest as from that 
date, when They wjll bo redeemed at their nominal value of 
ITL 5,000000 per Note. 

Interest accruing from March 30, 1997 to March 29, 1906 rep- 
resented by Coupon No. 6 vwH a bo be payable on March 30 , 
1 998 in a gross amount of fTL 400,000 per Nora 

Warrants exercisable krto orcSnary shares of 
Telecom fta&a and Telecom ItaEa Mobfle 
Mw« W » it n ft« l 
detached from Iho Notes 

Expiry of Exerdse Period 

Notice is hereby given that the period tor exercising the 
Warrants wfl expire on March 23, 1938 , on which date the 
Warrants wffl be axercisabte into Telecom Itafia and Telecom 
ttafia Mobie ordnary shares, ranking tor dividends pari pas- 
su with aU other shares, on the basis o< 0 . 55 K 6 of a Telecom 
Itafeonfrwy share plus one Telecom Itafe Mobile onSrarv 
share per Warrant exercised at a price of m. 1 , 500 . 
Vlterrants whidh have not been exercised on « prior to 
March 23, 1 998 wil cease to carry 
any rights and wffl become _ _ _ , 

nufl and void. Vv Fiscal Agent 

, KrotSetbank 
\Luxambotwg 



NOTICE TO BOLDHU OP 

The Loi^-Tfenn Credit Bank of Japan, Limited 

US. $200,000,000 1V*% Convertible Bonds due 2002 

Pereant to Cteute 7 tAXvii) of the Tnw Deed riring to die above, 
•eraooaed Bonds, notice is hereby given that on 4 tfa March, 1998 , the Bead 
of Denson of The Loeg-Dsm Credit Bask of Jipaa, Limited resolved to 
asoePrefcrtrtCoShsreaasfalbws: 


■ kneDue: 

• Aggregate iKoeAmotmn 

• fane Price: 

• Number of Shares Issued: 

• Voting Rights: 

• Annual Dividendc 

■ Conversion inu COnmewShatea: 


’ liqoidatiDo .naributiOfic 


30b March. 1998 
JPY 1 30400400,000 

JPYI J00 per dare 
100400,000 shares 

No voting rigbis e x cept es required by 
law. 

lb be determined later but not greater 
than JPY19.5 pe r share. 
Noo^artkipstiagandnoo-aHTiulaiive. 
Coovenfhfc into common shares on 
sneb term* as win be detanrined faer. 
Preference Shares otuoaodiiig oo 
)*t April. 2008 win be mandatorily 
eonroted into common dures. 

Prior to ihecorenao shares to the extent 
of JPY1JOO per share, tut do other 
dfaributioai vrill be made. 


I2di March. 1998 


The Lng-Hm Credit BtoA of Jqwi, Limited 


nr- 

•Htw' 
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Bullish 1 PE 


MARKEreREPOBT 

By Gary Mead 


Mildly bullish data from the 
American Petroleum Insti- 
tute - showing a slight fall 
in US stocks - helped relieve 
some of the tension for 
crude oil traders yesterday, 
but few doubted this was 
just a momentary pause 
before a further price slide 
from the nine-year low 
already touched this week. 

On the International 
Petroleum Exchange, April- 
dated Brent blend diznbed to 
$13.27 a barrel, up 27 cents 
on the previous close, before 
slipping back to $13.13. 

The latest API figures 
show US crude inventories 
fell by 4.38m barrels to 
326.72m in the week to 
March 6. contradicting pre- 
dictions of a U5m barrel rise. 

However, some specialists 
view the market’s response 
to this modest improvement 
in US consumption as 
clutching at straws. They 
forecast Brent will plunge to 
$10 a barrel by the end of 
this month as a result of a 
collapse of some 2m b/d in 
demand as the northern 
hemisphere winter ends. 

Much hinges on the 
Organisation of Petroleum 
Exporting Countries. 

Yesterday. Erwin Ameta. 
Venezuela's energy minister, 
said the meeting on Monday 
in Vienna of Opec’s produc- 
tion monitoring committee 
would “very likely" lay the 
groundwork for an emer- 
gency full meeting of Opec 
ministers. 

However, he added that 
Venezuela, which is cur- 
rently exceeding its produc- 
tion quota by more than 30 
per cent; had no intention of 
reducing production and was 
prepared to see crude's low 
price continue for at least 
another month before con- 
sidering taking any action. 


Venezuela and Saudi 
Arabia, the leading Opec 
member, are engaged in 
what some specialists regard 
as a serious tussle over the 
issue of quota-busting. 

"No one ever observed 
quotas . . . Today we can say 
that the experiment with 
quotas has not worked." said 
Mr Arrieta. 

Venezuela has already 
declared its intention to 
increase its oil production 
capacity from about 4m b/d 
to 6m b/d within four years, 
to move it from the sixth to 
the fourth biggest producer. 

On the London Metal 
Exchange traders had 
another dull day with most 
metals largely directionless. 

Three-month copper closed 
$4 higher at $1,782 a tonne. 
While al uminiu m finis hed at 
$1,462, down $6, both sub- 
merged by views that mar- 
ket fundamentals point to 
strong surpluses for tile fore- 
seeable future. Tin was 
weak, finishing $95 lower at 
$5,420 a tonne, and nickel 
ended at $5,410, $20 lower. 

Cocoa and coffee futures 
were subject to almost com- 
plete indifference on the 
London International Finan- 
cial Futures Exchange in the 
morning session, though 
business picked up later. 

The May contract for cof- 
fee closed a mere $3 higher 
at $1,670 a tonne, on trading 
volume of just 3,376 lots. 

In Ivory Coast, port arriv- 
als of cocoa beans in the 
1997-98 crop year totalled 

916,000 tonnes by March 8, 
against more than 925.000 
tonnes a year earlier, chal- 
lenging initial views by 
some analysts that this 
year’s harvest will breach 
lm tonnes. 

On LlHe, the May cocoa 
contract scarcely budged 
during the day, closing £1 
higher at £1,054 a tonne, hav- 
ing traded to a high of £1.062 
in the afternoon session. 


data push up 
oil prices 
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Record cotton imports by India 


By Kunal Bose In Calcutta 


India’s cotton imports are 
set to reach a record in the 
current season to September, 
after the Cotton Advisory 
Board (CAB) warned that 
the country’s crop would fall 
to I4£m bales of 170kg each, 
compared with an earlier 
estimate of 16.9m bales. 
India produced a cotton crop 
of 17.79m bales last year. 

According to the Indian 
government the US Depart- 
ment of Agriculture's Febru- 
ary forecast that India would 
be harvesting a crop of 
nearly 16.4m bales in 1997-98 
was wide of the mark. 

Trade officials said the 
Indian crop could be as low 


as 14.2m bales and warned 
that the long spell of winter 
rain had hit the quality of 
the crop. 

The Indian Cotton Mills 
Federation said: "We are not 
too concerned with the set- 
back in the crop since the 
world cotton prices for most 
varieties are lower than in 
India. The industry has 
already made contracts for 
the import of 400.000 bales.” 

It added that the fall in 
demand in China and south- 
east Asia, which had turned 
the world cotton market 
bearish, was to the country's 
advantage. 

The mills are mostly 
Importing better varieties of 
cotton, which are in short 


supply. India imported only 

30,000 bales last year. 

In order to give protection 
to farmers, the federal gov- 
ernment released a cotton 
expert quota of 700. (WO bales 
at the beginning of the sea- 
son, when another good crop 
was forecast. However, as 
Indian cotton prices have 
risen 12 to 15 per cent since 
October, merchant exporters 
have utilised only a portion 
of the quota. 

According to the CAB. cot- 
ton exports would nut 
exceed 300.000 bales in 
1997-98. India exported 1.68m 
bales last year. 

The CAB said winter rains 
had ruined the crop in large 
parts of Maharashtra, the 


second largest cotton grow- 
ing state in India, where the 
crop will only reach l.5m 
bales, against earlier esti- 
mates of 3.1m bales. 

The CAB has assumed 
consumption of cotton by 
mills will drop 480.01 W bales 
to lf».35ra bales this year. 
Non-mill consumption is 
pegged 50.000 bales lower at 
900.1X10 bales. 

Stocks at end-September 
will be 1.79m bales, which 
will keep cotton prices high 
until at least December 
when the new crop will start 
arriving in large quantities. 

Trade officials say high 
prices will encourage grow- 
ers to bring more land under 
cotton next time. 


Indian cotton crop yfeW® 

170kg bates ol Iffrt/ha 
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Kiwifruit rebranding pays dividends for Zespri 



T he Kiwifruit Marketing 
Board was the butt of 
New Zealanders’ jokes 
last year after it changed its 
name to Zespri International 
and announced plans to mar- 
ket the fruit under the Zes- 
pri name. But already, the 
board’s decision is beginning 
to pay dividends. 

In the early 1970s New 
Zealand launched kiwifruit 
on world markets but never 
bothered to trademark the 
name. This led to marketing 
difficulties as farmers in 
Italy. Iran, France, Chile and 
the US began selling in large 
volumes the fruit that had 
been grown from original 
New Zealand vines. 

The international market- 
ing success of Zespri kiwi- 
fruit is helping to boost con- 
fidence and improve for- 
tunes for New Zealand farm- 
ers after a long period when 
they freed severe losses and 
many were forced to quit the 
industry. 

Farmers to the big grow- 
ing area of Te Puke, on the 
North Island are making 
good money, the best for 
many years. The outlook 
seems even better. 


While picking has yet to 
start for the 1998 season, the 
fruit is bigger and in better 
condition than last year. The 
total crop will be simil ar in 
volume to that of last year, 
when production slipped due 
to bad weather. 

Robin Mills, chief execu- 
tive of Zespri International, 
says the combination of 
larger fruit and a modest 
crop is positive, as it will 
allow the board to target the 
most d emandin g and profit- 
able markets. 

Returns will be further 
helped by the expectation 
that the recent sharp fall in 
the value of the New Zea- 
land dollar will be main- 
tained. 

in the main selling season 
in Europe, between June and 
November, the board 
achieved an 80 per cent mar- 
ket share. Its global market 
share in the same period was 
67 per cent Last year, Zespri 
International sold 99 per 
cent of all fruit shipped from 
New Zealand, showing mini- 
mal fruit loss. 

Mr Mills says that the Zes- 
pri brand, launched last 
May, is still in its infancy. 


“It gives us a marketing for- 
mula to create a lasting fran- 
chise with retailers through 
differentiating our product 
by brand-focused promotions 
and delivering constant, 
quality product.” 

Zespri International esti- 
mates that prime fruit would 
have returned NZ$5.25 a tray 
for the 1997 season Just 
ended - before adjusting for 
NZSSOm of adverse currency 
movements earlier in the 
season. 

Without the currency 
problem, the industry' would 
have earned around a dollar 
a tray more than in 1996. and 
better than the NZ$5.18 a 


tray achieved in 1994. before 
the industry was hit by a 
series of crop and marketing 
problems. 

Even allowing for the cur- 
rency loss, the board has 
steadily increased its fore- 
cast payments to farmers for 
the season from last Septem- 
ber of an average net market 
return of NZ$3.87 a tray to 
the latest forecast for an 
average payout of NZ$4.36 a 
tray. This would represent a 
return to farmers of 
NZ$264. lm. After shipping, 
marketing, packing and 
related costs the industry 
has a total income of over 
NZSSSOm a year. 


Mr Mills says sales over 
recent months have been 
very strong In Europe, 
helped by lower production 
of competing fruit. 

The new joint venture 
between Baza. the apple and 
pear marketing board, and 
Zespri International to pro- 
mote fruit in the UK went 
well in its first year, and a 
new combined office was 
established last week. 

While this new joint ven- 
ture is considered a trial, Mr 
Mills says there are suffi- 
cient synergies between the 
two fruit types for the ven- 
ture to work in other 
selected markets. 

Zespri International has 
only recently began to target 
the UK market, and Mr Mills 
says the acceptance of the 
fruit in leading supermar- 
kets had been excellent. 

"The Brits are great stack- 
ers but not great fruit eaters. 
Yet we achieved both price 
and volume sales of 15 per 
cent in the latest season,” he 
says. 

“Zespri is proving a major 
success. I haven’t had a sin- 
gle complaint from an over- 
seas customer and I firmly 
believe that promoting the 
fruit this way - rather than 
by country of origin - is the 
way to go." 


Rise in 
global 
copper 
surplus 

By S&nr 

Further indications of the 
pressure on copper produc- 
ers emerged yesterday with 
publication of the latest fig- 
ures from the International 
Copper Study Group, show- 
ing total global refined pro- 
duction grew 7.1 per cent in 
1997, creating a surplus of 

364.000 toDnes of refined 
metal, against just 9,000 
tonnes in 1996. 

The price for three-month 
copper on the London Metal 
Exchange hit a high last 
week of $l<316 - the average 
cash price on the LME in 
January was $1,688 a tonne - 
but this masks an otherwise 
steady decline in prices since 
August 1997. 

At the same time, stocks 
on Comex in New York and 
the LME - the two leading 
base metal exchanges - have 
steadily risen, to more than 

477.000 tonnes at the end of 
February, almost three times 
their level in mld-i997. 

Most analysts are abiding 
by their long-held view that 
cash copper prices need to 
retreat to about $1,540 a 
tonne, and hold that level for 
a year or so. 

This would induce the 
scale or capacity closure 
needed to bring about a 
reversal of the bearish fun- 
damentals currently besieg- 
ing the market. 

Analysts estimate that 
new projects and expansions 
mean that world copper pro- 
duction capacity is set to 
grow by 3.1m tonnes a year 
over the next three years, 
while planned closures will 
reduce output by 800,000 
tonnes a year. 

BHP’s decision to cat 

70.000 tonnes a year at its 
Pinto Valley mine in Arizona 
is the most notable recent 
example of mothballing but 
some analysts argue that at 
least another 500,000 tonnes 
need to be cut to see any 
sustainable price recovery. 
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- 

- 

- 

249 

Od 

1120 

- 

- 

- 

- 

126 

Jot 

1170 

- 

- 

- 

- 

5 

Total 

Ctaae 

Ah 



143 

I960 

Bn 

1007 

1102 






PULP AND PAPER 

m potrexoaxmss.24dfaiv«iBi 

Sea Deft Open 

price dang* Mgli in M u 

tat 51690 -400 51775 51600 32 405 

Total 


FUTURES DATA 

Ml bans data amtatf Ar <*s 


sons 

■ COCOA LffFE (IQ Bones; f/tomc) 

l*» Open 

nge Wgb Lon 1W tat 

+1 1041 1039 It? 3.362 

♦1 IDfiZ 1053 1907 37993 

+1 1Q7B 1069 353 15970 

♦1 1096 1088 257 27.146 

+1 1119 1110 105 31/11 

+2 1143 1134 240 34.086 

Total 2982161901 

■ COCOA CSCE (10 tuns; S/tames) 


MEAT AND LIVESTOCK 

■ LIVE CATTLE OWE (AO/MOtae; ewita/taa 

sen Days 


Open 


Mar 1581 +3 1558 

Hay 1587 +3 1586 

Jri 1019 +4 1625 

Sep 1646 +9 1647 

Dee Ifin +5 1681 

Mar 1700 +5 1788 

TOM 

■ COCOA PCCO) SWWtwnd 


1558 6 10 

1578 5974 30.639 
1609 1999 12934 
1642 113 7/72 
1672 89 13920 

1707 70 ftWO 

7912 78900 Tetd 


Mar ID Price Prey, dap 

(My 1246-20 125145 

■ COFFEE LWE (5 tonnes; S/lume) 


Nuts and seeds pneos from k«*>.o 

USSatsnno. Iranian ptatacMM 28/30 raw 
(A shell) naturally opened itwixfi: EC 
etaatad goods 4/150 FCA. marfid very diy 
due to eftecssof 1997 mpon baa Turkish 
bazatauta 13/15 + 11/13. now oop menta- 
tion 4.400 CFR. easing. Iranian aritanw 
double cleaned OOP 1997. 1.510 CFR or 
1.150 FCA EC dewed. SJUritaan apricot 
turivaa 3.050 CFR Europe for lop quaWy 
industrial goods. fmSan cashew*: crop 
1937 -+ 1998 CFR from top shipper* W32Q 
6,00(7, WMO 5.850. Roaatan Snow White 
pumpkin aaeta crop « long. 2.200 CFR 
MEP. Round type 2900 CFR. 


MV 

1653 

+8 

1665 

1648 

157 

562 

MOT 

1663 

+2 

1680 

1662 2960 21547 

Jri 

1652 

+2 

1664 

1648 

604 

9.7H7 

SOT 

1832 

-3 

1643 

1632 

379 

2.706 

NOT 

1600 

-1 

1B1B 

1613 

96 

699 

Jot 

1594 

-1 

- 

_ 

- 

68 

Tetri 





3576 3&3S5 

M C0HFEE V CSCE (37900ts; cemstts) 



Mv 

1S425 

+3.40 15490 15190 

76 

306 

MOT 

151.95 

+390 15290 14900 3221 15.148 

Jut 

14790 

+290 14750 14590 

695 

5243 

SOT 

14090 

+19D 141 00 130.50 

423 

3.702 

Deo 

13590 

+025 135 75 13490 

168 

3.230 

MV 

131.75 

- 

132.00 13190 

48 

643 


Trial 

■ CORHOCO) (US cenfc/poumfl 


4,782 ZSJSS6 


29,734140905 Mar f 0 


May 

2642 

+02 

267.0 

263.5 1 213 15.870 

Aog 

2682 

-02 

3715 

2675 

534 

8X50 

Oct 

2709 

+03 

272 9 

269 2 

427 

6.678 

Doc 

272.6 

+04 

272.9 

272£ 

400 

739 

Mar 

3760 

♦0.3 

2775 

275.5 

281 

393 

May 

279.5 

-07 

2806 

2780 

41 

389 

Trial 





D/l 

o/a 


■ SUGAR *11' CSCE (HZOOdte. cen&te) 


May 

954 

-005 

946 

93016.614 88.061 

Jut 

9.33 

-099 

9 48 

B 31 9.083 37.665 

Oct 

9.60 

-003 

9 70 

9 58 4.902 43.694 

Mar 

10.05 

♦0.03 

1097 

10 01 

B3S 16.315 

mot 

1014 

+0.03 

1014 

1010 

114 2.122 

Jri 

1021 

+0.03 

1019 

1015 

58 3.285 

tetri 




31908190924 

m ctrrratJ ryce tsojKmin. ccnfcftsj 


mot 

68.60 

+0.30 

6895 

6820 2 280 30.389 

Jri 

6995 

+0.35 

70 09 

69 55 

995 212*1 

Oct 

72.15 

+035 

72.40 

7200 

20 2.712 

Dec 

7398 

+025 

73BO 

73 45 1.5J4 24,135 

■tar 

74 43 

+018 

74 55 

74 30 

147 1.660 

TOW 





SJHZ 82 JW7 

H ORANGE JUKE NHZ (lS90tBS ewfctW 

Mv 

102.70 

-0B0 10425 10350 

96 234 

Mot 

10595 

♦025 10690 10555 1.739 1SL3® 

JuJ 

10895 

+035 10550 108.50 

162 6.493 

Sep 

11160 

+030 11200 111 70 

110 3.190 

Ho* 

11X50 

♦0 20 11400 

114.00 

132 Z731 

JOT 

11545 

♦0 70 

- 

- 

80 1J61 


Tetd 


2917 34917 


VOLUME DATA 

Qtai JnWEsf tax) Wtanc dots stain tar cwlracfe 
Med on COMEX. MYMEX, CBT. NVCE. CUE. CSCE 

and DPE erode 09 arc one day n amur; VMmw& 

Owe Merest tatat ore tar a& traded maum 


INDICES 


R RotMi (Bare. 1MI3J a WJffl 

Mar ii 

MV 10 mibWi ng 

yovigo 

16B2.B 

1661 9 17286 

2018 5 

R CM Mures (Base 1967 = 100) 


Mv W 

Mar 0 month ago 

yea ago 

E5.5T 

225.(3 


r eta spot /saw i07o =. iooi 


Mv M 

Mar B month mo 

yurtio 

16083 

16az2 171 A3 

192.71 

1ME VRfBMUSE STOCKS (tamed 


MraMm 

-2^75 ta 

557.000 

MunUsn day 

-20 to 

42.900 

Copper 

-2.375 d 

361.750 

Leas 

-IW ta 

103.450 

MM 

-if to 

65^98 

ai 

+0175 a 

4to92S 

Tto 

'255 tr. 

9iru 



Price dnnge Mgh Low 

m 

tat 

Apr 

65 .500 +0.300 65.050 65.475 5.725 

40.741 

Jun 

67.335 +0.10D 67.650 67.225 3,123 

31977 

•■9 

87.975+0.175 68.150 57900 

559 

11,111 

Oct 

09975 -0.125 68.450 69.000 

444 

7.721 

Doc 

70225-0950 70900 70200 

44 

1.982 

Feb 

71.850 - 71900 71.650 

20 

533 

Total 


0924 102906 

R LEAN HOGS CME (40.00abB; cwits/lte) 


Apr 

49250 +0900 48.500 47.975 2937 

15.678 

Jun 

55750+0125 5&200 55.650 2935 

10045 

Jri 

55.775+0.025 50.300 55.725 

723 

4.434 

Mi 

53.050 -0.025 54.450 53.900 

292 

2701 

Od 

51.125+0.100 51.450 50700 

305 

3.905 

Doc 

5a 750 -0.050 51250 50,750 

184 

1 612 

Total 


0902 

30240 

R PORK BELUES CME (4090ms; centJtaal 


Mar 

40 GOO +0200 41250 39.850 

211 

537 

May 

41200-0100 42.300 40000 

865 

5,364 

Jri 

40.825 +0200 41.700 40450 

174 

2001 

Aug 

39750+0125 40 750 39.750 

59 

919 

Sot 

44.800 - 44.800 44.000 

6 

23 

TOM 


1318 

0873 


LONDON TRADED OPTIONS 


F)W. d*» T 

CDmp dsfty 119.14 11936 

15 nay owraga 12579 12634 

■ WHTTE SUGAR L0TE (50 tomes; S/tonne) 


Strike price S nme 

— Grits — 

— PWts — 

R AUMN0H 

m.7%) LME 

Mr 

Jri 

Apr 

Jri 

1400 

57 

96 

6 

30 

1500 

7 

42 

55 

71 

1600 ..... - 

- 

f 4 

146 

132 

R com® 

(Cram a) lme 

AV 

Jri 

Apr 

Jri 

1700 

88 

133 

14 

48 

IBM.... 

30 

60 

56 

93 

7900 

7 

44 

f32 

155 

R COTFHEum 

Mar 

MOT 

Mv 

UOT 

1600 .. 

91 

112 

22 

60 

1650 

GO 

B5 

41 

83 

1700 .. . 

36 

64 

67 

112 

R COCOA LIFE 

HOT 

Jri 

Hay 

Jri 

1050 

31 

55 

27 

34 

1075 

21 

43 

42 

47 

1100 

14 

34 

GO 

63 

R BRENT MODE FE 

Mar 

Apr 

MV 

Apr 

1350 


48 


54 

14M . 


31 

. 

76 

1450 ... 


IB 

- 

- 


LONDON SPOT MARKETS 

■ BMOE OH. FOB |per tarrefl +». 

Dotal S10 58994* +0.075 

Btere Hum (dated) S12.43-2.44 +0060 

MSmfW $1307-3.08 *0050 

»U S14.33-4.35i +0960 

■ on. PROOUCIS NWE prompt dritoety OF (tors*) 


Premium GatoUnri 

5148-150 

-3 

Gas OS 

S12S-126 


Htswy Fed 0* 

S64-68 


Naphtua 

S135-137 


JbI tori 

5134-136 

+1 

Otari 

SM-1X 

+0.5 

R NATURAL QA3 (Ponco/Dwnn 

Bacton tAfri 

9.00-9.10 

■003 

ftrnawB *pc m iwun gnni jh s,tp 


R OTHER 



GaM IW troy d^I 

5284 65 

-020 

S*ar (par troy ort* 

617.50c 

-13.00 

nafloum (Pfr Boy «rj 

5331.00 

►4J» 

Palvtaw (per iroy orj 

S25G.25 

♦B 75 

COTPW 

83.0C 


Lead (US protLi 

45.00C 


Tin (Kvata Lonvu) 

IRDIr 


Tin (New Yaffil 

3915 

♦ 1.00 

Came (Bw wright] 

8529p 

■0.15- 

Shew IBw wntgw) 

68 08p 

+11.11* 

ftp (PM wriflWjt 

729?)i 

♦cos- 

Lon. day sugs (ram 

523160 

♦2.50 

Urn. day agar (wtsj 

S26420 

+050 

Ovtay (Ena MM) 

Onq 


Mrizn MS No3 Yrites) 

£10900 


Weal MS Dark Nutty 

U«q 


Rubber (Aj»l¥ 

47.7SP 

+0 50 

Rritaer (UaylV 

47 75p 

+0.50 

HWer 00. fiSS/tol) 

2855001 

-1.00 

Cmnd U 

575.07 


Paw M iM3tay.)§ 

6075 

*7 5 

Copra (PMj§ 

8375 Or 


Soyatwans (IS) 

175.0 


crs omrA* isd» 

6635 


WootoW (649 Super) 

37Bp 



JOTTER PAD 


CmuuiriesiaMH'Ktafcd p 

+3 *»trey*wra*wte fTtarir * 

6 MU MM tfew * 

tail Ita flippant 


mate ( ctek/fa. r emgV 

Apr Vromnyuai f of 

Damp ww* nue 


CROSSWORD 

No. 9. 629 Set by GR l FFTN 



ACROSS 

4 sta Gger (6) 

4 Still fastened up. say when 

(o) 

10 Stray, very much like sol- 
titers on a ship! (7) 

11 Time taken to produce 

record? (?l * 

12 Said I owe volunteers a 
tiny amount (4) 

13 ays? at cooked ^ 

15 atT(6) 111311 nndS P&ssioti - 

16 bm 

30 » M £&T7, noa,s 

21 ‘^l+i° ra u' races around 
untouched (6) 

21 ^levant crowd SCene 

syyr " hen broad - 

“ HtUe h t Kl ves ' ^ a 

28 usin * 
29 Around mid-day is a 
more suitable f or an^K 
warrior? (7) d 

30 1^™‘7 unwd =«wu rh ol. 

31 When free 
round (6) 

, down 

1 When hiding at sea, 

>j° quarters, meet ouS 

2 t 5 e pooT thine win 
need a drop (9j B ^ 

3 Attendants not narkino 

along time for 


5 Night workers 
something to sucl 

6 Ann bothered to 
porter for an e 
brief time «o) 

7 Bure artist has 
father (5i 

8 When listener tup 
(G) 

9 Fool an old lady 
up for tea! (5) 

14 w « we withoui 
“{? a controUer? 
17 flighted with Ic 

ia fS Q round 

is Arrived to pull i 
m shrub is) 

^ fee's no end to i 
-2 Despatch officer l 
«prt time (6) 
Edible seeds ti 

nurses? (5) 

-5 When toad exploi 

27Tto! ns y 5) 

7 Th e Mirror ur 

sotoe chieftain ( 4 ) 
Solution 9,65 


Fay 

comes 
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ALCQHOUG BEVERAGES 


LONDON SHARE SER VIC E 


MRSTBUCTWH-Ca^Bnad 


BIGHEEEffllG *■ CooGBued 


EXTRACHVE MXISTlffiS - Continued 




+ or SSvMk 





MU ™ 

5 SSSSBb-.;» 

_ 7j 109 8H2I! ESi?/^ ® 

- 10 l|4 .. q 

W 13 “ aStanwIt-J mo 

a m g] FOOD PRODUCERS 

I B.0 2J6 (ues 

H ii _ Ante i HtrlrJL- . 

a I' i£6 jfigjSii** — A 

- 86 :i6 




| no 14 .... 

I *9 140 

*M oi 270 
a Z 6 «4 
14 3 .1 is 
16 a.1 
Si 57 10.1 

- 8.4 5.7 

■n 83 me 

- 40 5" 

130 13 1 

* 5« « 

* g » 

I - 177 

- 40 60 

1 9.5 139 

h u is; w . 

§ zi 157 UbbiKSB — ZT7. 

: a ! :BS3fr=5 

s & a ar-'-za 

i n io9 utoftrt g- .. Zw 

1 M . ? i Wg&rf 

■ £ l?i BS£^* : 

- 4 3 103 — k 

- 38 


- 3 

no ... 715 5W 

"S 

^ -- E *k « 

£ .. 1C e? 

gj 

-«4 m is 


: ?? INVESTMENT TRUSTS 

71 is jo 

" ii ns ^ w« 

IM *: 16? Anrarnl brONkABdlwm 

1 St 932 

3iai*»jowflCo'*' + 175 * 

NM Trust. - i « 

Aocfocai Asua M - 51': 


JWi.-:rz4S W — & ’IS 


TO IS 8 

13 60 4 

- - £!■ 
143 35 4) 

64 


,! gfe-BS -S -Jfc 'S? 

_ paws. n>-.- m uflj n , 

J Hi? ,3 

§ - 1 ! 1 Ip '3 «? *i fa su> 4 


» }| 4«E53!comenUffj 116*2 

* *? "? "ssdF*”- =& 


- IS 176 ESiSX&E^al 
402 4 4 179 EH™2jSS?’ ** 

N 3D 24.4 

* 2 ’2 SSr&s: 

«g H JW^bK?. w jl J 3 <jg " I j| ,0? to*S 

* f{ 134 W== 3 » 1 ® -. Ii «B ? It 3 l JSSSlmlUt 

» 12 ,IS *8 - 1 ? aj J 

“ 'i “ BStezfi “S 8 3*4 


- 16 


jSH 

™.__ ” ■ ®*> 
B Staftanfc 



net tSUbriteV-^-f 
Pith wnASastS*^^ 


14 213.7 62 
03 M2 1W 

1.1 ffii 216 

12 150.7 ZQ4 
3J 551 i M 
IB 531.0 111 
1 J 4867 192 

17 5167 Z2S 
2J 330.3 173 
2 J 191* J£ 

U 180.3 11.3 


1.1 i«0 



« 'S 4 i S?®*-* 4 i 


♦i i»i; •■■ 

■"■ $ ffi 

r , - 5S| g 

. ii .:. ii3|l • V 

^ ^ ali!? faif g w 

116 15 MS AtMrtUinSn*. D*Jj •?!2 Mr ‘ 


19 ? PaSrKZ-* ^5 ^ - __ 

5 «if JBSra M % a J =2 

,5 ,470 .si 4sjher.^ -4 

. oSu ia 362 (; 2g 2 


“iJS? 48 


hSESR * 


* 2 ^ ® 


l,ii GAS DISTRIBUTION 

22 14 90 

a }1 A Hobs Pit* 

1QJCI 79 189 BE—.- J1 . W 

B 3 7 2U-1 CpMM... „ IBS 

812 87 170 WiSEil«rt&WH *1 in 

- 40 I2J 

n 18 -210 


flo*ufl tnKj Eons - 
WotMIS 
4W1BII 

*U K«®* *U»« ft* 

- mi iw ww5 v* m 

1 H W 3 ^ 

W2‘l 89*2 - *5 10: 


si S19 31 EEtESr-'.JS 075 *t igS T Sg 

S aSrl .0; ^ *» ^ 

p»«(Tj«l nfr — « 3* 

,0? Hftrac- « 278*2 227J2 




l Ts fS HEALTH CARE 

™ 14 Mote PW8 

744 25 217 MnaUriCUn-tft 3U*i 

*1 11 Hi ffiJSff-® 

- 34 120 Bs®*_ 

- 40 116 “ 1 


52< 


_Z 1SB lib 
= ^ "I ^ ^ 

3fi J 


4fi*i 

IbG 

4L 


,, 2 - a* bunco 

£ *i ’M Bk: 

15 Ml _ 

« ^ ,11 SrSl £§ 5 ]£> !« 

- 39 ■■■ 

- u 

48 24 

* nl & „ 

258Z 40 120 ■*> M 'S? 

H 26 114 11 % 1 21^ 12^5 

“ « i 5 ™S 2 S^T| ot i®i 

» 40 130 zmj -15 2310 1916 

llsfelill 


o 20 112 BSag ca S si ®* 301 


« -a « HIM !li BCteiafl ,5 S ™ ?S 

asii 12 S .ft '1 J S’i?i ,si sSes-sw fi -« j* 3 

k » " 5 SE R - si %: I ,:f J J K : 1 I ^ 

rife ■ si 3? Safe ■■-. SR --■ “ “ ws *"" 1 * 

; ?| .45 EuwwjwtatwZ- • “ l - 

„I 18 ‘ ^ vranaSETtKft 
413 - 8a#*n-.. 

igjS '3 4 ,8 f 1SSSSS&:::. „ 

.. iMa .47*2 “ - ... warann. * 20*3 -- 

in *i '’J Qg awlw m — * JJ" *®i 

191 0 ? W 4 H 4 BB *fta - c 

at" - * — ■■ m«i-^ BCt3 GhAJ * 3 k 

ia£ ~*h S« ia i ■ 3 95*,' 15 1472 70S ^ '"iJ ZZ Oh 

SS&SSE'—tf ig 1 J &, M !sgEfei«Sl!*S w ft s*j 
HEz— ^ * 1 % 3 -i -«? »• gsstsr.^ ^ ^ ■ fa 4ii 

S 1 15 11 i 4 * 8 w 2 -iB» 

20E> 20 213 Brndgmfst 

21 280 Bmra 

I OB 09 »9 CU Enrtumerta — 

" B ~mm -e * g j 

n Is 179 .km +ifi «J 8 7 tj 



ts S^5il ^ & 1116*3 - - 

sfel^ii Mmmmm 


,ii. Jag Mb 


ffi=! J - Jjfl 3 ™ « 5 1 1 

^ i - 1 ? i ^ 4 N ill ? - J J 

Esrari »? a .J J iTijs! »« ■H'rr?! a J! ^ ,! =*, 
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CREST 

Sponsorejd Membership 

Tune is shorfrfdr th^ ‘Tast Track 71 into this 
ideal alternative to nominees for Trustees 
arid the soplusticated investor. 


For fur&CTiifonnation, please contacr leading Crest sponsoring 
jjrofcer Brewfin Dolphin Bell Lawrie on 0171 246 1078. 

BREW IN DOLPHIN BELL LAWRIE LTD 

A member of Ac London Slock Excha nge . . , 
and RKnlaxcd by The Securities and Futures Authority Limited 
Registered in England no. 2135876 at 5 Gitopor Sum. Loudon EC1A 9BD 


HEALTH CARE - Crafaned 



^ J ft | 

w.lftt ^ Ti «?? 


19 61 100 

- 65 110 

m a \tf 

15 1S 0 HOUSEHOLD GOODS & TEXT 


*a 52 week 
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J 
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LONDON STOCK EXCHANGE 


FTSE 250 and SmallCap indices hit record highs 


PTSE Afl-Sare Irate* 


Eouay shares tradwt 


TumBBr by 


MARKET REPORT 


By Steve Thompson, 

UK Stock Mate* Editor 


Leading UK shares put on 
smother good showing yes- 
terday, despite an erratic 
performance in the morning, 
but were again overshad- 
owed by the market's second 
liners and smaller stocks. 

The FTSE 250 crossed the 
5,300 level for the first time 
and the FTSE Small Cap fin- 
ished well clear of 2£00. 

Dealers said the institu- 
tions had continued to con- 
centrate their firepower on 
the mid and small caps which 


are seen as offering better 
value than the front-line 
issues. 

Nevertheless, all the FTSE 
indices forged ahead to fresh 
intra-day records, confound- 
ing the market's more cau- 
tious observers, and respond- 
ing . to Wall Street’s 
continuing upward moves. 

“It's the same story - a 
rampant Wall Street, the 
weight of money argument, 
plus the expectation of more 
takeover action in the pipe- 
line,” said the head trade: at 
one London broking house. 

The head of sales at one 
big US securities house was 
more cautious about trends 


in coming weeks: "I think 
the market will tread water 
ahead of Tuesday’s Budget 
and there is a growing feel- 
ing that the quality of the 
most recent buying of the 
market is questionable and 
that the quality of the sto- 
ries driving that buying is 
even more questionable-” 

The Dow Jones Industrial 
Average's overnight 75-point 
spurt to another record was 
behind an early rush to buy 
the market The FTSE 100 
sprinted to an intra-day peak 
of 5.86L9. 

The leaders buckled in 
mid-morning, however, com- 
ing off rapidly to show a 17- 


point loss, after news that 
tiie monetary policy commit- 
tee was split down the mid- 
dle over whether to lift rates 
after last month's meeting. 

Selling dried up almost as 
quickly as it developed, how- 
ever, and the FTSE 100 
moved back into positive 
ground over the lunchtime 
period as dealers anticipated 
a firm opening on Wall 
Street The latter did not dis- 
appoint climbing well over 
40 points not long after the 
opening belL 

After a five-minute tussle 
at the end of the session, the 
FTSE 100 just missed a 
record close, settling with a 


1.3 gain at 5.829.8. But the 
FTSE 250 showed no signs of 
running out of puff, despite 
its recent exertions, and shot 
up 30.0 to a record closing 
level of 5.316.8. having 
peaked at 5,317.9. 

The FTSE SroallCap fin- 
ished the day at a new intra- 
day and closing record of 
2,523.4, up 12.4, and the 
broadly-based FTSE All- 
Share was up 3.95 at a clos- 
ing high of 2,719.59, after an 
intra-day peak of 2,729.25. 

The start of the year has 
seen the 250 and Small Cap 
indices lag behind the FTSE 
100. which has been driven 
higher by bids and mergers. 


But in recent weeks the 
smaller indices have made 
substantial inroads on the 
shortfall: in the* year to date, 
the ion index has risen 13.5 
per cent, the 250 ll per cent, 
and the SmallCap 9.1 P6f 
cent. The All-Share is up 12.8 
per cent. 

Corporate results released 
yesterday contained no real 
surprises, but most of the 
big companies reporting 
were given a rough ride by 
the market, despite the 
absence of any bad news. 

Turnover at 6pm was 
9i6.Sm shares, of which just 
over half was in non-Footsie 
stocks. 
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COMPANIES REPORT 

By Peter John and Joel Ktoaza 


The latest changes in the 
mak e-up of the UK in the 
FTSE 100 spelled disappoint- 
ment for Misys. 

Shares in the test-growing 
software company slipped 
67% to £26.15 as the market 
realised that the company 
had just missed inclusion in 
the Footsie with all the bene- 
fits of extra institutional 
investment that inclusion 
brings. 

However, Misys remains 
the principal reserve in the 
event of a company being 
deleted from the Footsie dur- 
ing the period up to the next 
quarterly review. 

It stood 92nd in the market 
capitalisation ranking and 
was followed by two other 
reserves. Northern Rock and 
Provident Financial 

As predicted, the FTSE 
index committee awnnunrwri 
after the market closed that 
Dixons would leave the main 
index on March 23 and be 
replaced by Compass Group, 
the contract caterer. Com- 
pass shares rose 12 to 950p. 

Shares in Energis Group 
advanced 33% to 530%p after 
Morgan Stanley Dean Witter 
published a bullish note on 
the stock. Morgan raised its 
target price on the shares 
from 475p to 600p to “reflect 


the recent increase in US 
CAP (competitive access pro- 
viders) and competitive local 
exchange carriers sector. In 
our view. In terms of eco- 
nomics and profitability, 
Energis is very similar to 
this sector." 

Shares in telecoms group 
Securicor jumped 27 or 7.5 
per cent to 383%p, after a 
press report revived specula- 
tion about the possible dis- 
posal of the company’s 40 
per cent stake in mobile 
phones operator Cellnet. 

The report said the gov- 
ernment was preparing to 
give British Telecommunica- 
tions, the majority owner of 
Cellnet, the goahead to buy 


out Securicor’s holding for 
as much as £2-5bn. 

BT yesterday reiterated its 
interest in acquiring the rest 
of Cellnet but added, 
“Clearly there are regulatory 
Issues, but the . key point is 
what tile price would be." 

The speculation surround- 
ing the Cellnet stake has 
coincided with talk that 
British Aerospace may be 
looking to sell its 21 per cent 
holding in rival Orange. 

Jim McCafferty at ABN 
Amro Hoare Govett said: 
“There are several value 
realisation mechanisms 
which Securicor and BT may 
wish to pursue. One is a 
trade sale or they could con- 
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slder a stock market Dota- 
tion. We estimate a base val- 
uation of £6bn or 400p per 
Securicor share.” 

BAe shares closed 5 off at 
£19.15 while Orange hard- 
ened 3 to 3$8p. Strong 
demand for BT brought vol- 
ume of 20m as the shares 
rose 19% to 607p. 

Two wounded exploration 
and production stocks 
received some sticking plas- 
ter from t flJimar Brothers in 
the form of a hefty and sup- 
portive recommendation. 

The broker believes Brit- 
isb -Borneo and Enterprise 
are well placed to weather 
the oil price slump. It says 
Borneo Is "decidedly cheap 
for a company which has 
one of tiie best production 
and cashflow rates in the 
sector”. 

And it likes Enterprise for 
"its exploration potential, 
which we believe is the most 
exciting in the sector”. 

Nevertheless, the Lehman 
note failed to stem the tide 
of pessimism flowing from 
the depressed oil price and 
the shares tell again. Borneo 
dropped 3 to 344%p and 
Enterprise 12% to 547%p. 

Meanwhile, Shell domi- 
nated the turnover table 


after volume was boosted by 
a derivatives-related swap 
trade of 43m shares. The 
company's shares ended 
steady at 425%p on volume 
of 57m. 

Brewing and leisure group 
Bass was one of the best per- 
formers in the FTSE 100 yes- 
terday as analysts at Deut- 
sche Morgan Grenfell 
reiterated a buy recom- 
mendation on the stock. 

The shares put on 50 to 
£10.50 as the broker put a 
near-term valuation of £11.50 
on the stock. And Goldman 
Sachs, which has the stock 
on Its European and Global 
Priority lists, put a price tar- 
get of £12.50 on the shares. 

DMG said it had high- 
lighted the value which it 
believed could be created 
from the Inter- Continental 
hotels acquisition, forecast- 
ing that margins could rise 
50 per cent over the next 
three years following a refur- 
bishment and an integration 
of operations at the group's 
Holiday Inn chain- 
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Albright slips 

A sharp profit retreat for 
Albright & Wilson saw the 
commodity chemicals 
group's share price slide 7% 
to 166p. Full-year profits fell 
to £3l.7m against £62.5m last 
time and the company 
warned of further currency- 
related losses to come. 

Nevertheless, analysts said 
the fall might represent top- 
slicing after a 20 per cent 
rise in four weeks. Investors 
have been taking advantage 


of the stock's lowly rating - 
Fidelity, the world’s largest 
fund management group, 
has bought a 3.35 per cent 
stake in the past year. And 
there could be upside when 
the company takes a group 
of analysts to its phosphate 
operation in Mexico at the 
end of the month. 

British Energy moved up 
24 to 49 4p as brokers 
warmed to the company's 
upbeat profits forecast 

Independent Insurance 
shot up another 122 % to 
£15.17% as SBC Warburg Dil- 
lon Read, the company bro- 
ker, advised clients to “buy” 
following Tuesday’s upbeat 
results. Warburg also 
increased its current year 
profit forecast from £65m to 
£68m. 

Schroders fell from a 
record high and was the 
worst performer in the Foot- 
sie during morning trading 
as the bank came out with 
figures below the range of 
analysts' forecasts. 

The stock, which is one of 
the most difficult to trade in 
the premier Index, fell 6 per 
cent early on in spite of a 
healthy 15 per cent increase 
In the dividend. It rallied 
later in the day and ended 
only S3 lower at £23.32. 

Figures from BAT Indus- 
tries felled to light up tiie 
share price. The tobacco 
group fell 20 to 6Slp after 
announcing underlying prof- 
its that were about £i 00 m 
below expectations. Also 
earnings per share tumbled 
34 per cent after a series of 
one-off charges. 

Hanson lifted 10 to 34Sp on 
relief it bad sold its crane 
division for a price in line 
with market expectations, 
the group offloaded its Grove 
Worldwide business for 
$605m to Keystone of the US. 

One analyst added that 
builders were in fashion at 
the moment, with recent 
results bearing out a contin- 
uation of last year’s strong 
growth and making the dis- 
count at which builders were 
trading look too steep. 
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Weight of money fuels rampant markets 


WORULD OVERVIEW 

The global boll market has 
taken some hefty blows in 
the past few months bat, 
like Ol* Man River, it just 
keeps rolling along, writes 
PfttixpCoggtm. 

The financial and eco- 
nomic crisis in Asia, the cri- 
sis over Iraq, the profit 
warnings from Intel Moto- 
rola and Compaq; an of the 
above have given investors 
pause for thought, but even- 
tually the US and European 
markets have pushed on to 
new highs. 

Lower bond yields have 
played their part in support- 


ing equities and yesterday 
the yield on the benchmark 
Japanese government bond 
reached a remarkable 2.5 per 
cent Not that the Tokyo 
stock market has been tak- 
ing much comfort 

The sheer weight of money 
scents to be driving western 
markets higher and there 
was another set of closing 
peaks in Europe yesterday 
from Brussels, Helsinki, 
Paris, Stockholm and Zurich. 

News of another substan- 
tial merger in the US - this 
time between Waste Manage- 
ment and USA Waste Ser- 
vices - buoyed Wall Street, 
which had reached an 


FHSBP Pacific Basin ox Japan passed in S toms) 


110 



all-time high on Tuesday. 

Asian markets had a rela- 
tively calm day with the 
International Monetary 
Fund making some concilia- 


tory noises in its dispute 
with Indonesia. But there is 
plenty of scope for the issue 
to flare up again, especially 
once the re-elected President 


Suharto sets about naming 
his new cabinet in Indonesia. 

A gloomy view of the pros- 
pects far emerging markets 
is taken in the latest note 
from NatWest Markets. 
"Over the long run. emerg- 
ing markets are not only 
more volatile than developed 
markets, but on average pro- 
vide a lower return." the 
investment bank says. 

"The reason for this 
counter-intuitive finding is 
that emerging markets move 
in exaggerated cycles - 
unfortunately the gains 
made during the good times 
are wiped off during the 
downswings. The challenge 


for investor* is to ride thy 
bubble but got off before it 
bursts." 

NatWest adds that "mves- 
tors based in the western 
hemisphere are pricing in a 
speedy bounce-hack tin Asia* 
along the lines of Mexico 
and Argentina after the 
tequila crisis of 19iM-i*5 

"In contrast, investors 
based in the Far East have 
no such delusions and are 
factoring in a prolonged 
downturn in economic activ- 
ity. We have considerably 
more sympathy with those 
based in the Far East." 

London market. Page 28 


emerging markets FOCUS __ 

Putting Africa 
on the map 


Another big 
merger keeps 
Dow rising 


Heavyweights lift Paris to high 


EUROPE 


FTSE Actvjariss Share lattices 


AMERICAS 


News of a $i3bn merger 
helped keep Wall Street mov- 
ing higher, pushing the Dow 
Jones Industrial Average 
close to the 8,700 level writes 
John Ldbate in Nexo York. 

Corporate activity 
remained at a high level 
with USA Waste confirming 
plans to merge with Waste 
Management. Shares of both 
companies moved sharply 
higher in early trading. The 
latter jumped 17 per cent or 
$4ft to $29% and USA Waste 
gained 9.7 per cent or $3ft to 
$42». 

The market's main indices 
all moved higher. The Dow 
climbed 32.14 to 8,675.26 
while Standard & Poor’s 500 
index gained 3.40 to 2,067.65 
as investors continued to 
shrug off last week’s profit 
warnings by Intel, Motorola 
and Compaq Computer. 

“This says loud and clear 
that the long-term bull mar- 
ket is alive and well and that 
short-term momentum 
remains positive." said 
Alfred Goldman chief mar , 
ket strategist at A.G. 
Edwards in St Louis. 

“There Is still money on 
the sidelines which obvi- 
ously wants in,” he added. 

By midday the market 
breadth was positive, with 
advancing stocks beating 
dechners by a ratio of 8 to 5. 

The technology sector con- 
tinued to recover from a 
sell-off earlier in the week. 
The Nasdaq composite index 
rose 10.66 or 0.61 per cent to 
1,759.17. 

Among the faster movers 
in the techs sector, Cisco 
Systems, the leading net- 


working company, rose $2 to 
$63% after it announced a 
$236m acquisition. 

Shares of Apple Computer 
bounced by more than 5 per 
cent or $1% to $25ft on spec- 
ulation about a possible new 
product. Internet stocks 
were mostly lower after 
strong rises earlier in the 
week. Lycos sank S2ft to 
$43%. 

Sentiment was helped by 
bonds. Treasuries improved, 
with the benchmark long 
bond rising V, to 102 ft. send- 
ing the yield lower to 5.940 
per cent. The lower bond 
yields helped to boost bank- 
ing shares. The Philadelphia 
stock exchange's index of 
leading bank stocks gained 
426 to 81352. 

TORONTO extended its 
record setting run at mid* 
session, helped by sharp 
gains in the banks and metal 
stocks. The TSE-300 compos- 
ite index was 42.71 higher at 
7,338.70 in volume of 4L5m 
shares. 

Takeover fever from Mon- 
day’s announcement of the 
proposed acquisition of 
Avenor by Bo water contin- 
ued to spur on the paper sec- 
tor, which has risen about 8 
per cent this week. Avenor 
rose 20 cents to C$34.05. 

Shares of the closely held 
Fairfax Financial Holdings 
climbed C$54 to C$390 after 
it sold its insurance business 
to Fairfax for $68Qm. 

Geac Computer fell C$2 to 
C$60 in spite of news before 
the market opened of a 70 
cents -a-share profit in the 
fiscal third quarter, com- 
pared with a loss of C$1.85 a 
share in the same period of 
the previous year. 


Shares in PARIS cruised to a 
record high on the back of 
dollar strength and another 
deter min ed run for index 
heavyweights France Tele- 
com and Renault. The CAC 
40 index ended a volatile ses- 
sion Up 17.92 at 3,539.43. 

France Telecom rose 
FFr14.10 to FFr326.2 and 
Renault, ahead of today's 
results statement, improved 
FFr3. B0 to FFr221.70. 

Society Gdndrale put on 
FFr23 to FFtl,041 as inves- 
tors awaited a results 
announcement, but CCF 
shed FFr8. 40 to FFr462.50 on 
concerns about the possible 
impact of the group’s bid for 
CIC. 

Chargeurs advanced 
FFr2330 or 6.2 per cent to 
FFr408.80 after top-of-the- 
range results. GAN gained 

Steyr-Dalmler-Puch 
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Mexico City edges down 


MEXICO CITY edged lower 
on uncertainty over oil 
prices. Sentiment failed to 
improve in spite of US fig- 
ures on oD stocks providing 
support for Brent blend 
crude prices. 

The Mexican government 
obtains about 40 per cent of 
its revenue from oil exports 
and falling prices forced the 
finance ministry to cut bud- 
geted spending. The IFC 
index fell 3.83 to 4.706.51. 
Telefonos de Mexico fell 0.05 
pesos to 22-2 pesos. 

BUENOS AIRES was 
firmer as fears over the 


effects of the Asian crisis on 
the Argentine economy 
receded. Continued strength 
cm Wall Street also added to 
the optimism, and the Mer- 
val index rose 3.42 to 666.94. 

SAO PAULO rose as eyes 
were turned on Wall Street. 
The Bovespa index rose 118, 
□r l per cent, to 11.299. 

Although shares have 
been steady this week 
thanks to buying of seooud- 
tier stocks, investors have 
been disappointed by the 
lack of liquidity following 
last week's cut in the prime 
lending rate. 


aurKOMMsuar . 

FFr9.30 to FFrl6S.80 on a 
press report that a potential 
US buyer had its sights cm 
the ins urance group. 

FRANKFURT remained on 
its record-setting roll with 
the Xetra Dax index adding 
another 10.19 to close at 
4JJ62.41. 

Lufthansa was at the cen- 
tre of attention, jumping 
DM2.70 to DM41.30 in 

response to Its announce* 
ment of record sales and 
profits for 1997. 

Daimler Benz was heavily 
traded, but rose only 5 pfg to 
DM164 in response to news 
of its special payment to 
shareholders. Deutsche 
Bank, which has a 22.6 per 
cent stake in Daimler, 
jumped DM4.10 to DM128.70. 

Volkswagen lost DM24.30 
to DM1 ,320 after one local 
press report said the group 
has beaten BMW in the bid- 
ding for Rolls-Royce in the 
UK. BMW rose DM5 to 
DM1,870, 

It was also reported that 
VW was to ask an indepen- 
dent auditor to investigate 
allegations made by a televi- 
sion programme that compa- 
nies linked to the Porsche/ 
Piech families had been Ille- 


gally selling VW cars to 
u noffic ial “grey” dealers. 

ZURICH returned to the 
peaks after six sessions out 
of record-setting territory 
and the SMI index finished 
30.2 higher at 7.276.7. 

Much of the day’s atten- 
tion was focused on UBS and 
SBC as the merger partners 
released 1997 figures in line 
with expectations. 

UBS gained SFrZ? to 
SFr2,364 and SBC fell SFr2 to 
SFT S06 after its chief finan- 
cial officer said the merger 
could dilute 1988 profits at 
the new group by 10 per 
cent 

VIENNA saw another leap 
in Steyr-Daimler-Puch as the 
takeover battle for the car 
assembler and engineering 
group intensified. Steyr 
surged Sch54 or 12.7 per cent 
to 5cb47B, extending its rise 
this week to 27 per cent 

Creditanstalt the Bank 
Austria subsidiary, threw 
open the race lor control of 
Steyr when it delayed final 
approval of the agreed sale 
of its majority stake to Cana- 
da’s Magna International. 

Among other potential 
buyers, a Genuan-Austrian 
investor group, GSM Indus- 
triebeteUlgunge n. has said it 
is prepared to pay about 
Sch630 a share, compared 
with Magna's offer worth 
approximately Sch365. 

Among index stocks. Bank 
Austria prefs gained Sch48 
to Sch870 as the ATX index 
climbed 9.50 to 1,417.85. 

AMSTERDAM came 
within a whisker of a record 
with the AEX index ending 
3.83 ahead at 1,097.55. 

Ahold rallied FI 230 or 3.5 
per cent to FI 65 to reverse 
Tuesday's slide on share 
issue concerns. Hoogovens 
rose FI 1J30 to FI 100.70 after 
Merrill Lynch raised its tar- 
get price to FI 123. 

But the main drama of the 
session centred on software 
services newcomer C ! Tac 
which soared to FI 49.90 in 
one of the most exciting 
debuts ever seen on the 
Dutch market. 


The shares, floated at 
FI 21, ended at FI 40.00 on 
2.3m traded. Baan rose 
FI 2.90 to FI 89.80. 

MADRID edged down on 
profit-taking with the gen- 
eral index down 0.69 to 
805.05. Telecommunications 
group Telefonica jumped 
Pta320 or 5.6 per cent to 
Pta6.030 ahead of an 
announcement linked to its 
Portuguese business. 

STOCKHOLM gained 
ground on heavy activity, 
hitting a record high for the 
third consecutive day. The 
Stockholm general index 
rose 25.21 to 3,375.66 with 
Ericsson up SKrO.5 to 
SKi363.5. 

HELSINKI added 1.4 per 
cent to a new record. The 
HEX index rose 56.75 to 


4.176.45 led by Nokia, which 
gained FM7 to FM546. 

WARSAW extended its 
rally into a third straight 
session, taking shares up to 
their highest levels since 
March 1994. The Wig index 
closed 405.3 or 2.2 per cent 
higher at 18,582.7. 

Analysts said that inves- 
tors were now looking ahead 
to corporate financial results 
for February, due next week, 
and Monday's inflation fig- 
ures, which could provide 
the cue for further buying. 
Loss leader Agros. the food 
trader and producer, fell 6 
zlotys to 95 zlotys on profit- 
taking. 

Written and edited by 
Michael Morgan. Jeffrey 
Brown, Emiko Terazono and 
Peter Hall 


SOjJTH AFRICA 

Merger mania in the 
financial sector upstaged 
budget news in Johannes- 
burg and stocks ended 
higher, but off earlier peaks. 

The overall index rose 
110.9 or 1.6 per cent at 
7,167.7, boosted by hectic 
trade in the financial sector 
which sent the index up 
508.1 or 4 per cent to 13,318.1. 

Industrials added 28.8 to 
8374.4 but golds closed 52 
lower at 741.6 on a dull bul- 
lion price. 


For many emerging market 
investors. Africa remains an 

unmapped continent 

Aoud the surge in interest 
in emerging raar ^ s 
the early 1990s. Africa to* 

tended to be overlooked. 

-people have had the image 
of -Deep dark Africa and 
wouldn't have dreamed of 
investing m Africa 10 years 
ago." says Tendai Musika- 
vLbu. analyst at Old 
Mutual Asset Managers. 

However, with economic 
liberalisation seen in many 
African countries, fund man- 
agers and analysts say unr- 
est in the continent is rising. 
An increasing number of 
African countries are wont- 
ing with the international 
Monetary Fund and the 
World Bank to improve eco- 
nomic management. 

iudeed. Botswana and 
Zambia, the most successful 
markets on the continent 
last year with 100 per cent- 
plus gains, were two of best 
markets globally as well. 

The focus on Africa has 
also been triggered by the 
Asian crisis as investors 
look for markets isolated 
from the regional turmoil- 
President Bill Clinton's ini- 
tiative to increase trade with 
Africa has also prompted 
interest, says Elizabeth Mor- 
rissey, managing partner at 
KJeiman International Con- 
sultants. independent emerg- 
ing market consultants 
based in Washington. 

New African funds, worth 
about $500m. are expected to 
be launched this year. Tony 
Conway, marketing director 
at Foreign & Colonial 
Emerging Markets, says an 
increasing number of inves- 
tors are looking for ways to 
invest in Africa. 

But not all African mar- 
kets have the characteristics 
of Botswana and Zambia - 
stable politics and sound 
economic policies which pro- 
duced low inflation, stable 
exchange rates and low bud- 
get deficits. 

South Africa, the largest 
market on the continent, 
seems to be in favour again 


African markets 
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after disappointing investors 
over the past few years, says 
Ms Morrissey. However, her 
clients have shunned Kenya, 
mired by political uncer- 
tainty and bad weather. 

Many investors remain 
wary of Zimbabwe, which 
crashed in the second half of 
last year after President Rob- 
ert Mugabe’s announcement 
that it would take control of 
1500 privately owned farms. 
Zimbabwe's market capital- 
isation fell from $5.1bn in 
July to *2.lbn in December. 

Zimbabwe has recovered 
this year and Standard Bank 
in London expects compa- 
nies to benefit from last 
year's devaluation. 

After its rally last year 
Botswana may seem expen- 
sive, but with banks and 
breweries showing strong 
profits there is more poten- 
tial for shares to rise, says 
Matthew Pearson, analyst at 
Investec Bank in London. 

In the longer term, further 
improvements in macroeco- 
nomic management, and the 
gradual increase of an edu- 
cated middle class, could 
work positively for African 
markets, says Mr Musika- 
vanhu at Old Mutual. 

But investors need to 
tread cautiously as the polit- 
ical and social issues, foreign 
exchange controls and the 
lack of diversification from 
agriculture and commodities 
present deeply-rooted risks. 

Emiko Terazono 


Tokyo falls after loss warning 


ASIA PACIFIC 


Sentiment turned bearish in 
TOKYO after a loss wanting 
from motor giant Mitsubishi 

Motors, urites Bethtm Button 
in Tokyo. 

The Nikkei 225 Average 
dropped 226.68 or 1.3 per cent 
to 16,756.14. It fell from an 
opening high of 16,948.95 to 
close just above the low of 
16,745.55. The Topix index of 

all first-section stocks shed 
13.99 at 1,261,11. 

A raid on the Bank of 
Japan by prosecutors inves- 
tigating a widening bribery 
scandal, and the arrest of a 
senior central bank official, 
did nothing to aid sentiment, 
hut investors were mostly 
preoccupied with the corpo- 
rate earnings outlook and 
the prospects of government 
economic stimulus mea- 
sures- A record low yield on 
the benchmark government 
bond also depressed the mar- 
ket 

Traders said the prospects 
of the index bouncing back 
above the 18,000 level by the 
end of this month - crucial 
if many Japanese companies 
and financial institutions are 
not to book a loss on their 
securities portfolios for this 
year - look slim. 
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Mitsubishi Motors fell Y65 
to Y405. Other car makers 
suffered by association. 
Toyota Motor slipped YX JO to 
Y3.310 and Honda Motor 
Y110 to Y4.3Q0. The transport 
equipment sector was the 
day’s biggest loser, falling 
2.65 per cent. 

Mitsubishi Motors’ prob- 
lems also pushed down Mit- 
subishi Heavy Industries, 
which Is one of the main 
shareholders in the car com- 
pany. Its shares fell Y13 to 
Y545. 

Volume on the Tokyo 
exchange was around 419m, 
against 403m on Tuesday. In 
Osaka, the OSE ended 167.41 


lower at 16.814.35, on volume 
of 30m shares. 

MANILA ended a six-day 
losing streak, advancing 
53.51 or 2.5 per cent to 
2,188.42 on the composite 
index as investors went bar- 
gain hunting following 
another solid day for the 
peso. 

Easing money market 
rates spurred the property 
sector which jumped 3.6 per 
cent. Ayala Land rose SO cen- 
tavos to 17.75 pesos. Metro- 
politan Bank gained 15 pesos 
to 327.50 and PLDT 10 pesos 
to 1,065 pesos. 

SINGAPORE rose on 
demand for blue chips. The 
Straits Times index ended 
31.79 higher at 1,577.84 after 
totting a session best of 
1,582.16. Singapore Press 
added 50 cents to SSI 9.50 and 
Singapore Airlines 35 cents 
to 5S8l9& Combined volume 
in the two leaders was 
almost 3m shares. 

TAIPEI moved strongly 
ahead in improved turnover 
of T$166^bn as the electron- 
ics sector surged for the sec- 
ond day running. Electronics 
jumped 3.2 per cent for a 
two-day gain of nearly 6 per 
cent Taiwan Semiconductor 
rose T$4 to TS156 and Acer 
ended limit up at TS71.50. 


The weighted index closed 
13328 higher at 9.030.55. 

SYDNEY pushed higher on 
the back of a bounce for 
News Corp cm talk of US box 
office records for the Titanic 
film. The shares rose to 
AS10.80 before settling at 
AS9.95, up 30 cents or 32 per 
cent. They accounted for 
more than a third of the 2L9 
improvement to 2.714.8 in 
the All Ordinaries index. 

HONG KONG was lifted by 
a jump in HSBC but brokers 
cautioned that further big 
gains in the index would 
need a sizeable increase in 
turnover. The Hang Seng 
index rose 22028 or 2 per 
cent at 11.118.85 but turn- 
over was low at HK$5-6bn. 

HSBC, which has domina- 
tated market activity in 
recent sessions, closed HK£7 
higher at HKJE223 in heavy 
trade of HK$704L2m. 

SEOUL finished higher 
after a day of fluctuations as 
selling pressure, driven by 
falling liquidity, alternated 
with foreign demand for 
stocks. The composite index 
dosed 5.49 higher at 531.05. 

Brokers said foreign buy- 
ing was focused largely on a 
handful of blue chips, includ- 
ing Samsung Electronics, up 
Woni.000 to Won88.500. 



AT LAST, A BETTER WAY 

TO LOOK AT EUROPEAN INVESTMENTS 


In the lead up to the Euro, asset managers and 
equity traders are accelerating their shift from a 
country -by -country approach to investments based 
on pan-European strategies. 

The success of these strategies requires more accu- 
rate Europe-wide indexes. Including those capable 
of measuring cross-border Industry trends. 

Now, the experience and expertise of the Deutsche 
B6rse AG, SSF-Bourse de Paris, Swiss Exchange and 
Dow Jones are combined to offer a solution. 
Together; these four leading organizations have 
created a comprehensive family of pan-European 


indexes for the twenty-first century. 

The STOXX family indudes two broad-bacari 
marics. two blue chip indexes and 
“~«rin9 Ml of Eoni, 

Euro. AH indexes are alailaMri M the 

total and 

For more information on this new qener*t,v«, 
Indexes, calculation methodology ** 

opportunities, simply contact 

P.Q.Box.Selnatistrasse30. CH-8021 

W»ne +41 (1) 2292300. 

<Mna ' 5t ° XXe * t0,0W0m ' '"temet SL 



STOXX UMITED A Joint Vantamof Deutsche BOna AG. Dow Jones « Company SfiF-Bg 

ur *= de fans, Surf*, Exchange 
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| I 1NANC1AL TIMl;S SURVEY 


LATIN AMERICAN FINANCE 



As the region was putting in its 
strongest economic performance for 
years, a crisis arose thousands of 
miles away. Stephen Fidler reports 

Feeling the chill 

winds from Asia 


ft in^jCflnww^ftfowfBrti 
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Latin America baa suffered A 
battering from the cold wind 
that swept In unexpectedly 
from the east last year. 
Asia’s financial crisis trig- 
gered a flight to quality by 
International banks, specula- 
tors and Investors that left 
Latin America once again 
deprived of foreign capital 

The crisis came as Latin 
America was putting in its 
best economic performance 
for almost two decades. It 
grew more than & per cent 
last year, and inflation con- 
tinued Its steady decline, to 
just over 10 per cent. This 
year, partly because of the 
Asian typhoon, the growth 
outlook is less promising - 
but, barring financial crisis. 
Inflation should drop Into 
single digits. 

The Aslan emergency 
emphasised the profound 
political- and -.economic 
changes that Latin America 
has undergone since Its own 
extended crisis of the 1980s. 

Many Latin political and 
economic systems look more 
accountable and transparent 
than their Asian counter- 
parts, and many. of their 
newly-privatised companies 
have developed a healthy 
arms 4 length relationship 
. with governmental - 

Governments, for their 
part, show an understanding 
of the consequences of eco- 
nomic globalisation, exem- 
plified by BrtudTs expert cri- 
sis management hist October 
in the midst of the Asian 
storm, that has not been evi- 
dent in parts of Asia, 

But although Latin Amer- 
ica may now have ^ome les- 
sons for- -Asia^tfte-r Asian: 
storm also usderhned how 


vulnerable Latin America 
remains to external shocks. 
Every time Latin America 
starts to grow at a reason- 
able rate It seems something 

- such as Mexico’s 1994-96 
financial crisis or the 1997-98 
Asian shock - comes along 
to slap it down, 

Some of this vulnerability 

- Chile's susceptibility to 
copper price declines and 
Venezuela’s to the world oil 
price, for example - is the 
lot of any trading economy, 
though some economies 
remain especially exposed by 
their over-reliance on a few 
commodities. But most of 
the region's economies 
remain precarious because 
their domestic capital mar- 
kets are underdeveloped and 
they are overdependent on 
foreign capital. This, in turn, 
la in part because domestic 
savings rates are too low to 
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generate investment suffi- 
cient for sustainable growth. 

Asia’s travails have under- 
scored that even high 
savings provide no guaran- 
tee against financial crisis. 
Latin America Itself is a bat- 
tleground for an academic 
debate over whether high 
savings “cause 44 growth or 
are a consequence of it. 
Nonetheless, Chile’s experi- 
ence in developing Its own 
pool of private savings - 
partly, it is argued, through 
fully-funded, privately-ad- 
ministered pension schemes 
with individual accounts - 
has helped to convince other 
governments to follow suit. 

Whether pensions reform 
will succeed In all countries 
is open to question. Some 
academic research suggests 
that funded pensions can 
contribute to higher savings, 
but only if certain conditions 
are met 'Hie devil, in other 
words, is In the detail of the 
pensions reform - and the 
detail may vary significantly 
from one country to another. 

Another aspect of the Chil- 
ean experience Is also likely 
to be examined closely in the 
light of the Asian crisis: its 
controls on the inward 
movement of short-term cap- 
ital. These appear to have 
Insulated the country from 
the worst of the mood 
swings of the international 
financial markets. 

Thirty per cent of any cap- 
ital Inflow - apart from that 
expressly defined as direct 
investment by the central 
bank or raised In new equity 
by Chilean companies - 
must be deposited interest 
free for a year at the central 
bank (or a payment must be 



Orta faferitaM bta, 


made to the central bank 
equivalent to the cost of 
doing this). The shorter the 
tenor of the inflow, there- 
fore, the greater the rate of 
“tax'* that must be paid to 
the central bank. 

Yet. for the moment, most 
Latin American economies 
have too much need for for- 
eign capital to be thinking of 
keeping much of It out. 
According to calculations by 
Goldman Bachs, the external 
financing needs of Brazil, 
Mexico and Argentina 
amount to $B9bn, tsibn and 
$82bn respectively this year. 

In a reasonable Interna- 
tional financial environ- 
ment most of these needs 
will be met by rolling over 
maturing obligations. Net 
inflows, according to most 
calculations, should be 
enough to take care of most 
of the rest - provided the 
world stays free of further 
currency crises. 

With this proviso, the 
Washington-based Institute 
of - International Finance; 
which follows financing 


issues in emerging econo- 
mies, forecasts private 
inflows to the region foiling 
to (7S.4bn this year from 
S90.3bn in 1997 and fB&Sbn 
In 1998. 

The contribntlon from 
international non-bank cred- 
itors - mainly the interna- 
tional bond market - la 
expected to fail to JlB.flbn 
this year from $ss.9bn last 
Inflows of equity capital are 
also expected to decline: 
portfolio equity inflows to 
Siaabn from $i4.Bbn and net 
foreign direct investment to 
$43.3hn from 55(J.3bn. 

Commercial hanks - 
which in Asia have Shown 
themselves to be tile most 
volatile of foreign financiers 
- will provide kl^bn in net 
inflows this year, after pull- 
ing out a net $2.9 bn from the 
region last year, and com- 
pared with an $18fm inflow 
In 1999. 

The banks 4 lack of appetite 
raises questions about Latin 
American government ambi- 
tions to fulfil 'Important 
infrastructure needs through 


private finance. 

But the hanks are not the 
only financial actors to pull 
back from the region. Beset 
by very tough competition, 
which has driven down brok- 
ing margins, a number of 
emerging market brokers 
have withdrawn, of which 
ING Barings has been the 
most prominent. 

The suitability of emerg- 
ing mark ets debt and equity 
as an investment vehicle has 
also been called into ques- 
tion. Two crises In three 
years have shown the risk of 
emerging market investment 
is high, yet this high risk 
has not been compensated 
for by greater returns. In 
fact, Wall Street has outper- 
formed Latin America’s 
emerging stock markets 
every year since 1991 
Competition though 
among financial intermedi- 
aries in other areas remains 
fierce, for instance, over Bra- 
xfl’s aggressive privatisation 
programme, This is widely 
viewed as essential to keep 
the government's successful 


anti-inflation programme on 
track. It could raise upwards 
of $80hn all told, with $obn 
or more being accounted for 
by telephone assets alone. 

The mandate to handle the 
sale of the state telephone 
system, Telebras, was 
awarded to two US firms - 
Salomon Smith Barney and 
Morgan Stanley - - far a 
record low fee of 0.07 per 
cent. Assuming the sale 
fetches kaotm. this will entail 
a foe of just over $Z0fil - 
hardly enough, say competi- 
tors, to pay the legal fees. 
Strong markets at home - 
US firms can charge 100 
times more to underwrite 
new share issues for US com- 
panies than they are charg- 
ing the Brazilian govern- 
ment - are giving US firms 
the dout to dominate more 
than ever before Latin Amer- 
ica’s financial markets. 

But many In the region 
Will be hoping for their suc- 
cess in Brazil, the Latin 
American economy seen as 
the most vulnerable econ- 
omy to further financial 


shocks. It is entering an elec- 
tion year with fiscal and cur- 
rent account deficits too 
large for comfort, and an 
exchang e rate many econo- 
mists consider overvalued. A 
successful privatisation is 
widely viewed as important 
to calm nerves and to attract 
foreign capital to finance the 
twin deficits. 

The apparent easing of 
Asia’s financial crisis since 
the beginning of the year 
has raised hopes that BrazU 
can avoid a financial crisis 
in the next year or two. If 
crisis is avoided, the eco- 
nomic prospects for the 
whole of Latin America will 
lot* brighter than for same 
time. 

They would leak brighter 
still if governments tackle 
some or the shortcomings 
that remain, issues such as 
inadequate judicial systems 
and outdated labour legisla- 
tion. if they manage this too, 
the region wffl not have to 
wait another two decades for 
growth to surpass a pm 1 cent 
ag ain. 
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impressive destination 8 require the most experienced guides, 
fit A&riSouidfri tmk through the Amazon without a seasoned guide. 

American Emerging Markets - particularly Brazil and 
1 -- Merchsur- can he just as rewarding or just as difficult. Let Banco do Brasil 
& •'‘''■ r ;^.%:n^i 1 iy : -20£l..year tradition of expertise, with products and services 


in capital markets, privatisation programs, 
work of 4,500 offices worldwide be your 
Brazilian and Mercosur markets. 

Banco do Brasil. 



fend its vast net- 
guide to the 








■ ^qn121/6 Buenos Aires, Phone: 00-541 -325b633, C^acas, Phone: 00-582-9522674, Ciudad del 

' Asunddtv Phohe: 0S9521 -490121/0, New York. p^ne: ^ 21 2.6267000; Santiago. Phone: 00-5 


Banco do Brasil 

w: 00^82-9522674, Ciudad del Este, Phone: 0 0-5 9 5-6 1-5 00 J 19, tol»dofl, Phorte;0044-1 ?1 400101, Mdfitevtfeo. f^ne:QM6&2-97nrt7n 
.6267000, Santiago, Phone: 00-562-3363001, Tokyo, Phone: dD 4 fi13--J2l365l1. . 7^™* 


i o-f..- 











n 


FINANCIAL TIMES 


THURSDAY MARCH 12 1998 


2 LATIN AMERICAN FINANCE 


LESSORS FOR ASIA ■ by Stephen Fidler, Latin America Editor 



Now is the time to take heed 


Financial crises 
. in east and 
west share some 
of the same 
ingredients - 

i-aflu American economies 
have for so long underper- 
formed their Asian counter' 
parts that the idea the 
region has anything to teach 
Asia strikes some as bizarre. 

But there are important 
lessons from Latin Amer- 
ica's experience since its 
1980s debt crisis for those 
Aslan economies now facing 
financial emerge ncies. Those 
lessons were revised and 
updated In the crucible of 
Mexico's 1994-95 currency 
debacle 

That is not to say that the 
exact ingredients of the 
financial crises In Asia axe 
those that brought about the 
Latin American debt crisis 
In the early 1980s - or 
Mexico's in 1994. 

Stanley Fischer, deputy 
managing director of the 


International Monetary 
Fund, has listed four impor- 
tant policy errors in what he 
described as a mostly home- 
grown Asian crisis. 

Governments failed to 
tackle economic overheat- 
ing; the symptoms of which 
were big current account 
deficits and asset price bub- 
bles. They maintained 
pegged exchange rates for 
too long, stimulating exces- 
sive borrowing abroad. Their 
regulation of the financial 
system was lax and their 
commitment to implement 
necessary adjustment was in 
doubt when the crisis broke. 

These problems were com- 
pounded by poor debt man- 
agement , particularly by pri- 
vate sector companies which 
allowed a huge build up of 
short-term debt By mid-1996, 
some 70 per cent of South 
Korea’s bank debt was due 
in a year or less, 69 per 
cent of Thailand's and 62 
per cent of Indonesia's. 

There are, of course, 
important differences 
between the Latin American 


and the Asian experiences. 
Savings rates in Asia were 
much higher than in Latin 
America either in the 1970s 
or now, a difference that, 
Incidentally, often clouded 
analysis of the impending 
crisis. Asia's economies have 
been more outward oriented 
than were Latin America's. 

But, as in Latin America, 
the Asian crisis arose 
through poor investment 
allocation decisions: in Latin 
America's case, by govern- 
ments; in Asia's, by the pri- 
vate sector, often heavily 
influenced by government. 

- Correcting the system that 
spawned this resource misal- 
locatioa will be a priority. 
According to Jerome Booth, 
chief emerging markets 
economist at ANZ Invest- 
ment Bank in London, sev- 
eral . conclusions may be 
drawn from the Latin Ameri- 
can experience. 

“First, Asian economies do 
have real allocation prob- 
lems: too much investment 
is misdirected,” he says “The 
Asian model has clearly 


been successful, but now is 
the time to change if the 
costs that Latin America 
incurred are to be avoided. 

"Second, the structural 
change will take years, but 
Asia starts from a very 
much stronger position than 
Latin America in the early 
1980s and need not experi- 
ence subdued growth for 
more than one or two years, 
as long as policy reform is 
implemented quickly and 
effectively. 

"Hence, third and perhaps 
most importantly, political 
legitimacy Is required for the 
necessary policy reforms." 

This suggests that in some 
countries political change 
may be necessary to imple- 
ment reforms effectively. Mr 
Booth, for example, argues 
that Bolivia’s anti-inflation 
programme of 1985 depended 
on its success for the exis- 
tence of an elected govern- 
ment Moreover, Latin Amer- 
ica's debt crisis was itself 
the catalyst for political 
change. 

Some lessons are less con- 


troversial One is that gov- 
ernments should react 
quickly to crisis since to 
delay action will only 
increase the costs to society. 
As Mexico's President 
Ernesto Zedillo has 
remarked: if international 
markets overreact, then 
policymakers may have to 
overreact, too. Brazil's clear 
policy response in October, 
in the middle of the Asian 
storm, appears to have 
played an important role in 
preventing the spreading of 
contagion to Latin America. 

Second, the effective regu- 
lation and supervision of the 
financial system must be a 
priority for governments. 
This will be difficult to 
achieve in economies in 
which lending is politically 
directed or influenced. 

Third, the amount and 
maturity of tbe foreign debt 
of both the private and pub- 
lic sectors are legitimate 
public policy concerns. This 
is where the experience of 
Chile in 1981-82 is relevant. 

Chile's financial crisis, cre- 


ated by excessive private 
sector borrowing abroad, 
provides tbe closest pareUels 
with the Asian troubles. The 
government ended - as it 
will In parts of Asia - talcing 
over large parts of the pri- 
vate sector debt to banks 
abroad. And once it had 
recovered, the government 
instituted controls to dis- 
courage innows of such 
bank lending and other 
short term capital. 

Fourth, governments 
should take great care before 
embarking on a policy which 
depends on an exchange rate 
peg. Most economists now 
argue that the most shock- 
proof systems are either a 
fully floating exchange rate 
regime - such as that 
Mexico was forced into in Its 
1994-95 crisis - or a rate 
fixed in law by a currency 
board, such as Argentina. 
Both have their drawbacks 
and their advantages, but 
both regimes keep monetary 
policy more closely in line 
with the exchange rate. 

The Asian economies 
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undoubtedly entered their 
1997 crisis in better shape 
than did Latin America's in 
19*2 They have higher 
savings rates, a greater out- 
ward orientation of econo- 
mies that should have 
reduced distortions in tbe 
pricing of tradeable goods, 
and better income distribu- 


If governments take heed 
of some of the lessons from 
Latin America, as the events 
of early 1398 suggest some 
are doing, Asia should not 
replicate Latin America's 
lost decade. That is provid- 
ing the rest of the world 
economy remains healthy 
enough to support the sharp 


BANKING * by Leslie Crawford in Mexico City 


Determined drive for strength fuels consolidation 

Venezuela's total banking 
assets are equal to the assets 


The arrival of 
foreign banks has 
led to revitalising 
changes in 
the sector 

Latin America's banking 
industry has entered a phase 
of rapid consolidation follow- 
ing the ffnanriiiT upheavals 
that wrecked many banks 
and required costly govern- 
ment bail-outs in the mid- 
1990s. 

Seventy banks have gone 
out of business in Argentina 
since December 1094. leaving 
135 mostly small regional 
banks in operation. In Brazil, 
50 of the country's 240 hanks 
have either disappeared or 
merged into bigger financial 
groups since the introduc- 
tion of the Real anti-inflation 
plan in mid-1994. 

In Mexico, only eight of 
the 18 banks privatised In 
1991-92 remain with their 


original buyers. Thirteen 
banks buckled under the 
weight of loan defaults and 
were placed under central 
bank intervention, while 
four were taken over by for- 
eign banks. 

The 1994-95 financial crisis 
In Venezuela forced the gov- 
ernment to intervene in 56 
financial institutions and 
take control of another 24. 
representing about 50 per 
cent of the deposits in the 
financial system. 

The consolidation wave is 
being driven by the determi- 
nation of the region's bank- 
ing supervisors to build 
strong banks with healthy 
capital bases and clean bal- 
ance sheets. Foreign banks, 
which have taken Latin 
America by storm since 1995, 
are accelerating the process. 

Where foreign banks have 
established a beachhead in 
Latin America, usually 
through the" -acquisition of 
local banka, they have 


shaken up the industry with 
new products, aggressive 
marketing, more capital and 
better technology. 

Banco Bilbao Vizcaya’s "El 
Libretto", a savings account 
that takes part in a monthly 
lottery draw, has proved 
hugely popular with its cus- 
tomers in Mexico, Vene- 
zuela, Colombia and Argen- 
tina. 

Miguel Navas, BBV’s 
director in Mexico, says his 
bank signed up 800,000 new 
clients in 1997; it also set up 
25 offices throughout Mexico 
to attract the custom of 
small and medium-sized 
businesses. 

Banco Santander. BBV's 
rival in Spain, was the most 
active investor in Latin 
America in 1997. buying, at 
one stage, a bank every 
seven weeks. It has invest- 
ments in the region worth 
S3.7bn. Santander bought the 
largest private sector bank 
in Argentina, Bio de la Plata, 


for $700xn. In Brazil, it 
acquired Noroeste and Gera! 
do Comercio. It also owns 
smaller banks In Mexico. 
Chile, Pern. Colombia and 
Venezuela. 

Both Santander and BBV 
now have more banking 
employees in Latin America 
than they do in Spain. Ana- 
lysts reckon that BBV will 
soon be obtaining 30 per cent 
of its net interest income 
from Latin America. 

HSBC Holdings is tbe 
other big foreign player in 
Latin America. Its $2bn 
spending spree in 1996 and 
1997 netted Banco Bamerin- 
dus in Brazil, the Roberts 
financial group in Argen- 
tina, as well as smaller 
stakes in Chilean. Peruvian 
and Mexican banks. 

Foreign banks say they 
are attracted by Latin Amer- 
ica’s underdeveloped bank- 
ing market in an environ- 
ment of steady' economic 
growth. 


In Brazil, the volume of 
loans is equivalent to 30 per 
cent of GDP, compared with 
180 per cent in the US. 
Deposits in Venezuela are 
equal to less than 10 per cent 
of GDP. On average, only 
one In two persons has a 
bank account in Brazil com- 
pared with an average of 
three accounts per person in 
Japan. Some estimates put 
the number of potential new 
Brazilian customers for the 
banking market at 30m. 

The financial crisis in Asia 
has clouded the outlook for 
Latin America's banking 
industry, particularly in 
Mexico and Brazil. 

Brazil, the country most 
affected by the Asian fallout, 
has been forced to raise 
interest rates to defend its 
currency, the Real. This, in 
turn, is expected to subdue 
demand for new credit, 
increase loan defaults and 
slow economic growth to 
below 1 per cent in 1998. 


The brake on economic 
growth came at a difficult 
transition period for Brazil- 
ian banks. “Before the Real 
plan Brazilian banks were 
money traders," says Jose 
Garcia- Cant era, of Salomon 
Smith Barney. "Banks did 
not focus on asset quality 
because hyperinflation 
quickly eroded tbe value of 
bad loans." With inflation 
tamed, banks have had to 
relearn the traditional busi- 
ness of interinediation and 
put better credit control 
systems in place. 

Despite a more difficult 
operating environment, Mr 
Garcia-Cantera estimates 
bad loans will not exceed 4 
per cent of the total loans in 
the Brazilian banking sys- 
tem in 1998. 

In Mexico, by contrast, bad 
Joans stand at a worrying 
1&2 per cent of tbe total, a 
level which has impeded 


contracted by more than 5U 
per cent during 1995 and 
1996, while there was no new 
lending in 1997. although the 
economy grew by 7 per cent. 
Most analysts believe U will 
take another five years oF 
economic growth, foreign 
investment and the merger 
of weak banks with stronger 
ones, before the Mexican 
h anking system is awarded a 
dean bill of health. 

Venezuela, like Mexico, is 
also nursing its banking sys- 
tem back to health after the 
1994-95 crisis which is esti- 
mated to have cost $12bn, or 
22 per cent of 1994 GDP. Like 
Mexico, foreign banks are 
expected to play a leading 
role in the recovery, as they 
already control 38 per cent of 
the banking system’s total 
assets. The potential for 
expansion is also great, 
because the financial system 
is considered far too small 
relative to the size of Vene- 
zuela's economy. 


of a single bank in Chile - 
Banco de Santiago - even 
though the economies of 
Chile and Venezuela are of 
similar size. Another similar- 
ity with Mexico is that bank- 
ing regulation, which was 
lax before the crisis, is being 
Improved. 

Argentina’s financial sys- 
tem should be one of the 
most dynamic in tbe region 
this year. Mr Garcia-Cantera 
estimates credit will grow by 
14 per cent, with consumer 
loans up between 30 and 35 
per cent 

Tbe electronic payment of 
salaries through banks, 
which comes into force this 
year, is regarded as a signifi- 
cant development towards 
increasing banking penetra- 
tion In the country. Salomon 
Smith Barney estimates 
Argentina's banks will get 
1.5m new clients in the first 
half of 1998 alone. 


most banks from resuming 
lending activities. Credit 


This announcement appears as a matter of record only. 
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SEE THE FACTS: 


The economy 
with the 
highest 
growth rate 
in Mercosur 
in the fast 
10 years. 


AMNVALAVEJUGB COP GROWTH 
(ms-1993 1* 19*9 USt) 




Uruguay has been recognized as a risk-free 
economy ("investment grade") by the leading 
international rating agencies. 

UWG TERM RISK RATING 
SAP OCA MOOTS Ot/FF&mELK 


UBUGUH WGBfltM RNUBJW OWL NBC05W 
Surname PER CAPITA ■■ 


pURUGCAY 1st '.'".'.’1st; 

PARAGUAY 2nd NR 

3 M 2nd 2 Z m 


NK; Ntw Ratal 


3 mmmmmmmmmm 


The most 
homogeneous 
society in Latin 
America. 
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The highest 
literacy, 
cultural and 
communications 
level in South 
America. 
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Uruguay is the best 
strategic location for 
doing business in the 
Southern Cone of Latin 
America, concentrating 
80% of Mercosur's GDP 
within a 2,000 km radius. 
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LATIN AMERICAN FINANCE 3 


Tricks 


jn Mexico City 


peafejn the 
- pipleline continue 
to be dominated 
by energy and 
tdecoms 

After a- bumper year for 
Latin - American project 
finance deals in 1997, the fal- 
lout from Asia’s financial 
crisis has led to a pause in 
. infrastructure financing this 
year! 

Proj ect F inance Interna- 
tional (PFQ. the specialised 
publication, reports there 
were $10bn of Latin Ameri- 
can project finance deals last 
year, led by mining and 
power privatisation in Brazil 
and Chile. That compares 
with a meagre $3bn in 1996. 

Daring the height of the 
Asian turmoil, when Brazil's 
equity markets were floun- 
dering from the country's 
own currency fears, several 
landmark privatisations 
suggested that Latin Ameri- 
can project financing could 
emerge unscathed. 

In November, the markets 
held their breath to see 
whether the sale of a con- 
trolling stake in Companhia 
Pauhsta de Forca e Luz, Sao 
Paolo's electricity dlstribu- 


projects put on hold 


tion company, would go 

■»* tbewfc. 
“tog bidder - the VBC con- 
sortium of Brazilian compa- 
Sf P" d *2.75bn, a hefty 
premium over the minimum 
Pnce of $L8ba. 

Brazil's Mato Grosso do 
aul electricity company 
(Enersul) was also sold in 
November at a premium of 
some 80 per cent The sales 
led economists to confi- 
dently predict Brazil could 
raise $90bn in privatisations 
by 2000. 

Nevertheless, new project 
financings have mostly been 
put on bold thin year. »nd 
bankers and industry 
experts predict it may be 
several months before the 
capital markets reopen with 
any force. 

According to Jane Eddy, 
managing directin' of T^Hn 
American Infrastructure 
Finance at Standard and 
Poor’s, the US credit agency, 
some entities have sought 
ratings but are waiting to go 
to the markets until later in 
the year, expecting pricing 
to improve. 

Deals in the pipeline con- 
tinue to be dominated by 
energy and telecommunica- 
tions projects. Ms Eddy says 
Brazil needs to add 3,000 MW 


CORPORATE RESTRUCTURING 

Foreigners 
climbing 
on board 


Some cash-flush 
partners are 
changing the 
habits of family 
businesses 

A surge in cross-border 
mergers, . takeovers - and 
venture capital Investment 
is, for the first time, bringing 
foreigners, into .. Latin 
American corporate 
boardrooms. 

It need to be foreign 
competitors who " forced 
Latin American companies 
to abandon sloppy business 
habits. These days It can as 
easily be partners. 

Family-run businesses, 

. prevalent in the region 
through decades of 
impenetrable protectionism, 
have been .forced to boost 
efficiency in the 1990s as 
trade barriers fell and 
investment controls were 
relaxed. Unable to access 
credit as cheaply as foreign, 
rivals because of. ineffici en t 
local capital markets, 
companies are turning to 
cash-flush partners instead, 
even when management 
control is demanded In 
return for capital- . 

Ricardo Silvagnii 
manag in g director of Price 
Waterhouse's- Latin 
American Business Centre, 
says: “My advice usually is 
'Get ready, - the big 
competitors are coming* . 
You need to look for a 
strategic or financial partner 
in order to grow rapidly and 
improve the quality of 
management.’* 

' According to a recent 
Price Waterhouse survey, 
some $2.6bzr of US private 
equity capital is committed 
to Latin America this year, 
mostly in financial services, 
consumer products, 
entertainment, media and 
Communications. Industry 
estimates put the amount of 
venture capital in Latin 
America as high as $7bn, 
compared with close to zero 
at the start of the decade. 

The interest comes with 
strings attached, however. 
According to the Price 
Waterhouse study, 68 per 
cent- of the funds questioned 
said a main concern at the 
pre-acquisition stage was the 
quality of management in 
Latin - America. Besides 
price, poor management wag 
considered the main impedi- 
ment to Securing a deal. 

“Management is a critical 
issue," -says Nicholas Wol* 
lack, Buenos Aires-based' 
partner of Grupo Bisa, a 
Southern Cone private 
equity f und with 5120m 
invested to the region. 

When selecting a com- 
pany, he says, one of tne 
issues is whether there is an 
active will on the part of the 
finally that owns it to make 
the management more pro- 
feariiwal When Grupo Bisa 
makes an investment it nor- 
mally seeks a contr olling 
stake, he says- It 'then draftjj 
in young managers trained 
at international business 
schools, with multinational 
business experience.- to run 
the company. The presence 
of young professional man- 


agers challenging the deci- 
sions of families who have 
run tlieir companies for gen- 
erations can create frictions. 

In Mexico, the pressures to 
improve efficiency range 
from shortening the tradi- 
tional three-hour lunch 
.break to challenging a sys- 
tem' where businesses have . 
prospered simply because of 
cosy backroom ties with the 
government. 

Large partnerships have 
come unstuck because of the 
failure to see eye to eye. 
Camera, the Mexican retail 
chain, split acrimoniously | 
from its French partner, 
Auchan last year after the 1 
latter built a two-storey, 
state-of-the-art hypermarket 
that the Mexicans consid- 
ered lavishly expensive. 
PepsiCo, of the US, has had a 
fraught foray further south. 
Its biggest international bot- 
tler, Baesa of Argentina, ran 
into financial difficulties 
after expanding into Brazil - 
where it initially failed to 
appoint Portuguese-speaking 
management. And in Vene- 
zuela, Pepsico's bottler 
defected to Coca-Cola. 

Carlos Hernandez, co-head 
- of Latin American invest- 
ment banking at JP Morgan, 
says some regions may sim- 
ply be better suited cultur- 
ally for forging joint ven- 
tures - Mexico with the US, 
and the Southern Cone with 
Europe. 

“Mexico is right next door 
to the US, the largest econ- 
omy in the world," he says. 
“Some US companies see 
Mexico as Dallas extending 
to another 100m consumers.” 
Europeans thrive in South 
America because of histori- 
cal ties, particularly with 
Brazil and Argentina, he 
adds. 

Professional managers in ! 
Latin America are still a rar- i 
ity, and truly public compa- I 
nies are almost unheard of 
Changing this. Mr Hernan- 
dez behoves, mil be the next 
step in corporate culture. As 
corporate control eventually 
filters into the bands of the 
shareholding public, “share- 
holder activism" will emerge 
to demand a say in who runs 
the company, he says. 

With recent reforms creat- , 
ing private pension funds 
around the region, a growing 
pool of savings will be s 
looking for high-yielding j 
Investments such as private 
equity in prosperous compa- 
nies. Venture capital funds 
] typically lot* to triple the 
value of their initial stake 
when they sell. Currently, 
the ability of such funds to 
sell their investments is con- 
strained by the lack of inter- 
mediate stock markets for 
m edium cap companies. 

The DC participates in 
some 19 private equity 
funds, with $Ibn invested in 
the region. Mr Rahming says 
only two companies in 
which the ftmds have stakes 
have so far launched initial 
public offerings: GEO, tbe 
Mexican low-income housing 
provider, and a small con- 
troll er of Mexican duty-ffee 
franchises, Aerobouhques. 

Henry Tricks 


of electricity per year just to 
keep pace with demand. 
That means $7bn a year fix* 
power generation alone - 
the equivalent of three large 
nuclear plants. 

“In terms of access to capi- 
tal markets, a postponement 
Is to be expected until things 
settle, although we do not 
expect a significant drop in 
activity over the medium 
term,” Antonio Vives, dep- 
uty manager for sustainable 
development of the Inter- 
American Development 
Bank, wrote in a recent 
report on infrastructure 
finance. 

He expected spreads to 
widen in Latin America after 
reaching wafer-thin levels 
prior to the October Asia set- 
back but said Latin America 
could eventually benefit 
from the crisis because of 
the reforms already in place. 

On the other hand, the les- 
sons taught by Asia have 
revived the spectre of project 
cancellations or postpone- 
ment. 

According to PFI, one of 
the breakthroughs in 1997 
was a decline in the use of 
political risk insurance on 
even the largest transac- 
tions. Of the 10 largest proj- 
ect financings in the region, 


mining deals in Chile »mi 
Argentina were the only two 
that provided risk coverage 
on the debt 

Spreads had also tightened 
to levels that were beginning 
to make bankers balk. “Pric- 
ing narrowed so much that 
some deals began to have 
spreads which looked more 
like corporate transactions 
than projects," said Karol 
Nielson, the Americas editor 
of PFL 

Despite the Asian reper- 
cussions, analysts said some 
landmark steps had been 
taken in Latin American 
infrastructure transactions 
that illustrated the market's 
potential buoyancy. 

The largest was the 
$1.45bn Petrozuata project, a 
crude oil development spon- 
sored by Venezuelan oil 
giant Petrfleos de Venezue- 
la's Maraven and DuPont’s 
Conoco. It involved a Jlbu 
project bond issue and a 
$450m non-recourse loan. 
According to PFI, it was 
Venezuela's first major proj- 
ect financing since the 1970s 
and was the largest emerg- 
ing market project financing 
bond issue from a sub-invest- 
ment grade country. Its 
tenor, stretching to 25 years, 
was the longest maturity to 


date for an emerging market 
issue. Its spreads, at a maxi- 
mum of 160 basis points over 
treasuries at 25 years, were 

nlan g pymHh r MHng 

Also ttghlffiited was the 
Saltire wastewater treatment 
project in Bogotd, Colombia, 
to which the ZADB gave the 
first guarantee by a multilat- 
eral agency to a private proj- 
ect without a government 
guarantee. 

Under Colombian law, the 
Bogota city government has 
the right to unilaterally ter- 
minate the contract The 
IADB guarantee covers that 
risk. 

Bernard Sheahan. acting 
director for Latin America at 
the International Finance 
Carp (IFQ, the World Bank’s 
private sector affiliate, says 
such haphazard regulatory 
risks at a “sub- sovereign” 
state and municipal level are 
among tbe thorniest in T-atin 
American project finance. 

Utility projects such as 
water and sanitation are 
increasingly putting Latin 
American project finawHiiga 
at the mercy of regulatory 
agencies at the state and 
municipal level, with no fed- 
eral control. 

Investors are also uncom- 
fortable. Mr Sheaban says 



Energy features strongly In privatisations. In some region* solar energy Is the only source of electricity 


with a trend toward cross- 
border transactions, such as 
International toll roads, 
which are subject to mare 
than one nation’s regula- 
tions. El Salvador and Hon- 
duras are planning such a 
highway from the Pacific to 

the Atlantic, he adds. 

Although many analysts 
praise the speed of Latin 
American regulatory reform, 
the Asian crisis has focused 


attention on potential pit- 
fells. Ms Eddy notes that 
deregulated utilities in Latin 
America are untested by eco- 
nomic shocks. If inflation 
accelerates or currencies 
slide, can governments be 
trusted not to put artificial 
caps an electricity tariffs to 
control price increases? 

Exchange rate fluctua- 
tions, especially in Brazil 
last October, have also 


exposed the currency risk 
faced by infrastructure pro- 
jects. 

Two projects, Petrozuata 
and Salitre, were rated 
higher than their respective 
sovereigns in 1997 because of 
the Venezuelan entity’s 
strong sponsors and tbe 
IADB backing for the Colom- 
bian transaction. That is 
only expected to be repeated 
ms rare occasions. 




Santander Investment 

a division of Banco Santander 
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4 LATIN AMERICAN FINANCE 


FINANCIAL SERVICES • by Stephen Fidler 




Private pensions 
boost for savings 


Private pension funds: 1997 estimated equity investments (Sm) 


Chile has led the 
way to a 

transformation of 
provisions for 
the elderly 

Governments across Latin 
America are leading the 
world In one important 
financial market develop- 
ment. In an attempt to emu- 
late Hie success of the Chil- 
ean private pension fund 
system introduced in 1981. a 
succession of governments 
has introduced similar 
schemes. 

Peru in 1993. Argentina 
and Colombia in 1994, Uru- 
guay in 1995, Bolivia and 
Mexico in 1997 and El Salva- 
dor - the system which most 
closely replicates that of 
Chile - t his year have all 
introduced fully-funded pri- 
vate pension based on indi- 
vidual accounts. 

Salomon. Smith Barney, in 
a report published last 
December, ( note 1) estimated 
that there were now more 
than 27m workers affiliated 


with private pension fund 
administrators in these 
countries. Mexico Is the larg- 
est with close to llm affili- 
ates, followed by Argentina 
and then Chile. Chile’s is the 
largest system with $33bn 
under management. 

Most governments were 
driven by the collapse of the 
old state-run pension 
systems to attempt reform. 
But unlike in Chile, where 
the system was Introduced 
by a military government 
and private pensions were 
made compulsory for new 
members of the workforce, 
many governments were 
forced to make political com- 
promise to keep the the state 
system as an option. 

The Chilean reform has 
been credited with improv- 
ing the functioning of both 
capital and labour markets, 
and also in increasing the 
country’s savings rate to the 
region's highest 

Yet though all the newer 
systems have been modelled 
on Chile’s, they differ signifi- 
cantly in the detail - and 
therefore in their economic 


impact Moreover. Chile’s 
system itself has encoun- 
tered problems that may be 
replicated elsewhere. 

A study from the OECD 
Development Centre (note 2) 
says that to generate savings 
pension funds should be, 
among other things, manda- 
tory rather than voluntary. 
This is because stimulating 
savings from low savers is 
the key to generating posi- 
tive savings. Yet of Latin 
America’s plans, according 
to the Salomon report only 
the systems of Chile, Bolivia 
and Mexico are mandatory. 

Among the problems faced 
by the Chilean system, one 
is high costs. Administrative 
costs amount to about 1 per 
cent of covered wages, or 7 
to 8 per cent of contribu- 
tions, with sales and market- 
ing expenditure 0-5 per cent 
of wages. Heavy marketing 
expenses are encouraged by 
the freedom to transfer 
between funds every three 
months. 

According to Monika 
Queisser of the OECD Devel- 
opment Centre, more than 30 
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per cent of all affiliates in 
Chile switch pension funds 
every year. In Argentina, the 
ratio is one in five. 

Current practice “of 
switching large numbers of 
affiliates around between dif- 
ferent pension funds with 
practically identical portfo- 
lios is too expensive and 
highly inefficient," she says. 
Moreover, most workers in 
Chile, Argentina, Peru and 
Colombia chose a fund based 
on gifts and other attrac- 
tions offered. 

The other problem in Chile 
is coverage. The ratio of con- 
tributors to affiliates fell to 
56.4 per cent in the middle of 
last year from 70.7 per cent 
in 1990. Moreover, only 22 
per cent of self-employed 
workers are affiliated to 
the system, according to 
Salomon's estimate, and 
fewer still contribute. 


The problem of coverage is 
reflected elsewhere. In 
Argentina, the 1995 recession 
produced unemployment of 
Close to 20 per cent and led 
many members to stop mak- 
ing contributions. According 
to Salomon, the ratio of con- 
tributors to affiliates rose to 
60 per cent in 1994, but 
dropped to 48 per cent two 
years later. It has since 
recovered to 52 per cent. 

Chile's system has also 
been criticised for rules lay- 
ing down minimum and 
maximum returns that 
encourage herd-like invest- 
ment behaviour from fund 
managers and limits to for- 
eign investment 

Ms Queisser, formerly 
with the World Bank, has 
also identified difficulties 
with the newer systems. 
Peru's was hurriedly intro- 
duced before the details had 


been laid down, initially 
creating incentives to be 
affiliated to the public sys- 
tem. Funds have suffered 
poor financial results and 
investments are too heavily 
concentrated in Peruvian 
banks and other financial 
institutions. 

In Colombia, start-up costs 
were very high. Expenses for 
advertising and marketing 
resulted in an initial loss of 
almost 70 per cent of the 
funds' capital compared with 
about 66 per cent in Peru. 
The financial condition of 
the funds has also been hurt 
by the low incomes of affili- 
ated workers mote 3). 

Mexico's system has 
ironed out some of the prob- 
lems of others, including 
limiting the number of trans- 
fers to one a year. However, 
in wbat is widely seen as a 
big drawback, the inefficient 


^te social security opera- 

served as a monopoly pn> 
v]de r of disability and life 
insurance to private pension 
fund affiliates [note 4} 

While Private peDSion 
ta* may in the wjoj 
term help to develop Pnvat^ 
savings the transfer from 
the public sector system 
does entail a fiscal cost. This 
£££ that. unless the gov- 
ernment cuts spending elsj 
where- public sector 
will be reduced. The fiscal 
S - that of supporting 
existing state pensioners 
without the contributions of 
those who switched to the 
private funds - has proved 
much greater in some coun- 
tries. for example .Argentina, 
than in others such as 
Mexico. _ . „ 

'Voles: lit Private 
Funds in Latin America isat 
Update. Jose Garcia-Canlera 
and others. Salomon Smith 
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BONDS • by Edward Luce 


Silver lining to 
market fall-out 


Problems have 
allowed tight 
spreads in 
emerging markets 
to ease 

it has been a testing few 
months for Latin America's 
sovereign borrowers. Having 
won accolades for their suc- 
cessful funding strategies 
over the past two years, 
most were abruptly shut out 
of the market after the Asian 
currency crisis went global 
last October. 

It was a sudden end to 
what had been a record 
period both in terms of 
spread tightening on sover- 
eign benchmark bonds and 
in terms of the volume of 
issuance borrowers were 
able to launch onto the inter- 
national markets. 

However, Richard Cray, 
chief emerging markets 
economist at Bank of Amer- 
ica in London, says there 
was also a silver lining to 
the emerging market fallout 
last year. “Spreads had tight- 
ened too much," says Mr 
Gray. "At some point they 
had to give, and it was better 
the cause originated in Asia 
rather than from worries 
about widening Latin Ameri- 
can current account deficits, 
for example.” 

Although Latin American 
yield spreads did not rupture 
as badly as those of their 
Asian counterparts, most 
widened by between 50 per 
cent and 100 per cent in the 
immediate aftermath. The 
Emerging Market Bond 
Index - JP Morgan's bench- 
mark index - dropped from 
a record stripped spread of 
around 330 basis points over 
US Treasury bonds to almost 
800 basis points at one stage 
However, this year the 
™ spread has once again 
fallen below 500 basis points 
to a level where Latin Amer- 
ican borrowers are starting 
to reel comfortable again 
with the market. 

Arguments in favour of 
g-uWI-lB.- scenario 

* Strong levels of global 
liquidity. The amount of 
money sloshing around the 
global system has not dimin- 

simply fled to 

,nstrui hents such 
as US Treasury bonds 

• investors are still searrh 

the US 30-year benchmark 
Treasury bond has been hov- 
a * or below near record 

wm therefore return to 

SSKKLSrfiS 

Asia Crisis is over 
Although problems 
remain, both South Knr! 
and Thailand are «L K ? rea 
to have dealt with theT Ved 
of their currency 
and taken the diiSfJS? 
?'°ns at fcone. faS Iff 

*1 

• ^i n America’s e C „. 


nomic fundamentals are 
improving. Economists say 
that the markets have taken 
note of the fact that Latin 
American governments 
responded swiftly and sensi- 
bly to the Asian crisis. Both 
Brazil and Venezuela have 
tightened their fiscal posi- 
tions In 1998 despite the fact 
that both have presidential 
elections towards the end of 
the -year. This augurs well 
for improving economic fun- 
damentals. 

The optimists back up 
their case by pointing to the 
success of a spate of recent 
bond issues by Argentina 
which has by for the highest 
funding requirement in 
Latin America this year with 
over *8bn needed. Argentina 
has already launched bonds 
denominated in US dollars, 
the euro, Italian lire and 
D-Marks. Brazil also issued a 
successful euro-denominated 
bond and Mexico came to 
the markets with a 10-year 
$lbn global bond. Most of 
these issues met with 
healthy demand. 

The pessimists, however, 
suggest there is strong rea- 
son to believe that spreads 
could widen again. “It is a 
cas © of “once bitten twice 
shy", says a syndicate head 
at a US investment bank. 

The pessimists put for- 
ward the following points: 

• The bond market is going 
to be drowned in paper once 
Asian governments start to 
re-finance their International 
Monetary Fund bailout pack- 
ages. This will crowd out the 
Latin Americans; 

• The chances of further 
bankruptcies in the Japa- 
nese banking sector are 
quite high towards the end 
of the country’s financial 
year on March 31. Even if 
there are no bankruptcies, 
continued worries about the 
health of the Japanese econ- 
omy is likely to spill over 
hffo wider angst about the 
stability of the global finan- 
cial system. “Flight to 
safety" will, therefore, 
remain the guiding philoso- 
phy of investors; 

n ^residential elections in 
Brazil and Venezuela are 
!ri e |y *° raise fears about 
toe stability of the economic 
*3‘ orm process in both coun- 
thlf 3 ' i? Veue zuela there is 
worr y about the 
*55** of ,ow er oil prices on 
the country’s debt service 
ratio; 

ja a lot of liquidity 

there but it is unlikely to 
eex out emerging market 
“‘■own after the recent 

Risk models will 

met investors to steer 
P f emerging market 

skt for time teiog. 

h&es a while for the mathe- 
maticai effects of a liquidity 

S2 n !S 10 work the?- way 
computer models.” 
says Mr Gray. 

Both the optimists and 
P^snmsts have good argu- 

HtS?* S to -Argen- 

. f r ® Ce ut bond issues, the i 
P ssimists have underesti- 
rj*,! 6 * 1 . kvestors’ appetite for 
... ' on e banker puts it 
right 10 ? 8 “ the pricc 
aiong> aVest0rs wU1 play 
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Stable economy Feeling the shock waves 
hai its price 


Confideye of 
investoi 
maintaibd, but 
the mefcine has 
side-effcts 

Latin Area's largest 

economy pffering from a 
bad cold / a result of the 
Asian ecpmie crisis, but 
Brazil haP far successfully 
fended 7 a more severe 
boat of s 'flu. 

A sef of emergency 
measun including the 
doubliWof interest rates 
and a pObn package of 
budge/ cuts, have 
maintiued investor 
confidee in Brazil’s 
three/td-a-half-year-old 
: reforms, in spite of 
the Wtflity unleashed by 
the Ap crisis. 

Cojnued economic 
has come at a cost, 
how£r. notably rising 
u n/n ploy meat, 
lies and consumer 
And, combined 
the political 
ity surrounding 
in October, these 
will ensure that the 
is likely to remain 
pressure throughout 
promises to be a 
1998. 

l’S. abilit y to Tnamtefn 

idence In its economic 
egy is arguably the 
; important factor facing 
region’s economy this 
Brazil accounts for 
half the continent's 
put and is a leading 
1 market for ’ " 
f neighbours, pi 
atma. So the 

iriaa 
be felt far 
Sere. 

/When the ec 
soil in Asia, 
feet global 
rkets in late 
was one of j 
eriously hurt 
and-band 
/iharply, pul 
pressure - .on." a 
(local banks, /and 
jnrrency suffered 
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speculative a 
I central bank 
F one-sixth of its 
the space of 
maintain the 
trading band 
dollar- ‘ 

Brazil's twin 
budget and 
were the 
need to fin 
deficit of j 
cent , of GDP 


The 
at around 
, in 
week to 
! within its 
the US 

units 
it account 
culprit The 
ice a : budget 
under 6 per 
1997 and a 


current account deficit 
equivalent t/ more than 4 
per cent of <90P meant that 
Brazil was f reliant . on a 
benign - attitude from 
investors tflrards emerging 


markets. 

With the Asian crisis 
prompting a rethink about 
all developing countries, 
Brazil suffered badly. 

Swift and decisive govern- 
ment action on interest rates 
and budget cuts stemmed 
the immediate crisis. Since 
then, the government has 
prodded Congress into mak- 
ing considerable progress on 
passing long-delayed reforms 
aimed at cutting public 
spending. 

The slow pace of these 
reforms, which were first 
presented to Congress nearly 
three years ago, had become 
one of the main reasons for 
anxiety about the medium- 
term outlook for the Brazil- 
ian economy. 

‘The votes on the reforms 
should have a big impact on 
the way investors perceive 
the risks in Brazil,” says 
Odair Abate, nTiiaf economist 
at Lloyds Bank in Sflo Paulo. 

Recent economic news has 
provided a more mixed pic- 
ture. On the external front 
the slowdown in economic 
activity has caused the 
demand for imports to drop. 
Although January’s trade 
deficit exceeded expecta- 
‘tions, February’s figure of 
2214m. pleased, tha financial 
markets. 

Meanwhile, the central 
bank has not faced serious 
problems in rolling over 
expiring internal debt, 
despite a heavy schedule of 
56Sm Of debt aTnn r tfemtTnrMi 
in the first quarter of this 
year. The government’s 
return to the international 
capital markets in February 
should also ease the way far 
corporates and banks to bor- 
row abroad. 

However, worries about 
internal debt at the current 
account are likely to shift to 
fiscal situation after the gov- 
ernment revealed that the 
budget deficit had reached 
5.89 per cent of GDP last 
year. As well as being sub- 
stantially higher than had 
been expected, the figure 
indicated that spending got 
out of control in December. 


The guilty parties seemed 
to be state governors who 
were gearing up for their re- 
election campaigns by 
launching new public works 
programmes - a trend that 
does not augur well for fiscal 
discipline in this election 
year. 

Investors will also be 
watching the political situa- 
tion closely over the next 
few weeks, when the outlook 
for October’s presidential 
poll will become clearer. On 
March 8, the Democratic 
Movement Party (PMDB), 
one of the largest but most 
rebellious members of the 
coalition government, will 
vote on whether to field its 
own candidate in the pofl. 

Whatever the result, Fern- 
ando Henri que Cardoso, the 
current president, will still 
be a strong favourite to win 
re-election. However, if he 
has to run against a PMDB . 
candidate , potentially former 
president Itamar Franco, he 
is less likely to win the deci- 
sive first-round victory that 
would reassure financial 
markets about continuity in 
economic policy. 

The exchange rate, which 
economists believe is up to 
20 per cent overvalued, win 
also remain a focus for 
attention. Several leading 
investment banks are pre- 
dicting that after the elec- 
tion the government will 
accelerate the speed with 
which the Real depreciates 
against the US doDar (cur- 
rently at around 7 per cent a 
year) in order to rectify the 
current account imbalance. 

Ministers and officials fer- 
vently deny the prospect. 
However, if m arkets become 
unnerved about the 
short-term future in Brazil, 
the forecasts will become a 
self-fulfilling prophecy this 
side of the election. 

While Brazil has defended 
itself from the turbulence 
caused by the Asian crisis 
with some skill, a number of 
pitfalls exist. The threat of 
Asian ’flu infecting Latin 
America’s biggest country 
remains. 


EQUI 


by Vincent Boland 


Investors on sidelines 
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Further state 
sell-op are 
expected to see 
foreigi money 
rel 

Fib* invetors in Latin Amer- 
ican entities, all . eyes are 
■ on Asia. Last Octo- 
i ?te i panic took a 
and Latin Am en- 
quiries continue to 
form in. US dollar 
Investors wait to 
is more conta- 
follow what has 
^already- 
is disappointing for 
re, who see a good 
upside potential in 
Latin American 
ets - the downturn 
the end of last yea r 
is vilely seen as a buying 
ftunity - but are wary 
of jbmmitting funds. For 
/they, are watching gov- 
snts in the region, espe - 
in Brazil and Argen- 
to see how sometimes 
combinations of 
„ trade and budget defr 
affect their currencies. 
jfl-Hn American equity 
rkets have kind of lost 
niche in the short 
; there is a lack of cant 

at by- international 

says Jorge Maris- 
head of Latin America 
L -at Gddmsua Sachs 
New York. The rfsk-re- 
ratio is more favoura- 
to Europe and the US. 

So far, Mr Mariscal says, 
atin American equity mai> 
; have been battered by 
i waves of contagion to™. 
. ‘First was the financial 
noil that resulted tram 
. currency devaluation 
/forced .on Asian, econonues. 
Thebe' destabilised Latin 
American- currencies. 
f although the Mexican peso 
was .an- exception 
Mexico’s economy is much 


more closely tied with that 
of the US than those of other 
countries in the region. 

Now Latin America is in 
the grip of a second wave of 
contagion as commodity 
prices fan. This is undermin- 
ing economic growth in the 
region. Where investors had 
been looking at growth of 
gross domestic product of up 
to 5.5 per cent for Latin 
America before Asia’s tur- 
moil hit now the outlook is 
for tnwrtTnum growth of 3 
per cent this year. 

Much will therefore 
depend on how governments 
manage their fiscal positions 
in the teeth of any more cur- 
rency volatility, a key deter- 
. minan t of investor percep- 
tions. “The real test for the 
authorities is whether they 
can deliver solid growth 
without their external defi- 
■ cits blowing out,” says Mat- 
thew Merritt senior global 

emerging market strategist 
at ING Barings in London. 

Mr Merritt adds: “On 
straight valuation numbers, 
Latin American equities 
appear to offer- considerable 
upside potential; how the 
authorities manage their 
external deficits will be criti- 
cal in seeing bow much of 
that upside will be achieved 
this year.” 

Latin American equity 
markets are also closely 
jinked to the performance of 
Wall Street, Although so far 
this year they have moved m 
different directions - ub 
equity prices are at giddy 
'Heights while Latin Amen- 
abilities have tagged. For 
investors worried about a 
sharp correction m the US. 

now may not be the tune to 

he in Latin America. 

-Given the high correla- 
tion between the US and 
Latin America, y° u + . do ?* 
want to be there if the US 
turns down." Goldmans Mr 
Mariscal says. “If there is a 


healthy 10 per cent correc- 
tion in the US, it could 
lead to an unhealthy 
20 per cent correction in Bra- 
zfl." 

Despite the macroeco- 
nomic doubts, however, 
many investors are over- 
weight in Latin American 
equities, especially in Brazil, 
Argentina and “Mexico. The 
region’s massive privatisa- 
tion programme has 
attracted a flood of foreign 
investment and, while some 
of this fled in the wake of 
Asia's turmoil, further state 
sell-offs should bring more 
investors and more money 
back in. 

Foreign inflows have done 
much to make Latin Amer- 
ica's capital markets more 
transparent and efficient, 
which in turn have led to big 

improvements in the effi- 
ciency and performance of 
the region's growing number 
of listed companies. The 
markets will need to remain 
strong to assure the success 
of the region’s privatisation 
efforts, analysts say. 

Given its importance, the 
region’s success in continu- 
ing with its privatisation 
drive will have a key bearing 
on the prospects for Latin 
American equities this year. 
For companies already in 
private hands that are seek- 
ing fresh capital, the picture 
may be bleaker unless they 
have a clean balance 
sheet and are in 
industries focusing on 
export markets. 

Analysts agree that for the 
privatisation programme to 
continue successfully strong 
equity markets will be 
needed so that buyers will be 
able to raise financing for 
their deals. “There is a need 
to attract a lot of money 
from all sources and a 
need to sell those assets." 
one London fund manager 
says. 


Commodity 
prices are among 
the first to feel 
the effect of Asia's 
problems 

The euphoria surrounding 
Mexico’s 7 per cent economic 
growth last year has been 
short-lived. 

Since then, professional 
worriers have begun to fret 
about the fallout from Asia's 
financial troubles. Even the 
optimistic central bank 
governor, Guillermo Ortiz, 
conceded in January that 
the economy was likely to 
experience lower growth, 
bigger inflationary 
pressures, a higher current 
account deficit and a more 
volatile exchange rate in 
1998 as a result of the 
ongoing financial turmoil in 
Asia. 

The Asia crisis has already 
affected Mexico by 
depressing commodity 
prices, particularly oil, 
which accounts for 10 per 
cent of Mexico's exports and 
40 per cent of government 
revenues. In mid-January, 
the finance ministry 
announced budget cuts 
totalling $1.8bn, or 0.4 per 
cent of GDP, to adjust 
government spending in linn 
with its shrinking oil 
income. 

Adding to the gloom has 
been the depressing 
performance of the Mexican 
stock market which fell 12 
per cent in the first six 
weeks of 1998. Emerging 
market fund managers 
appear to have deserted 
Mexico in favour of cheap 
Asian stocks. As a result, 
foreign portfolio investment 
in the Mexican Bolsa fell 


S53bn. in January, a drop of 
10 per cent. 

Mr Ortiz said he expected 
economic growth to slow to 5 
per cent this year. Exports, 
which grew 15 per cent last 
year to gLIObn, or one-third 
of GDP, would face greater 
competition from Asia, 
particularly in the 
all-important US market 
which accounts for 85 per 
cent of Mexico's trade. 

Lower oil prices and 
slower export growth are. 
expected to widen the' 
current account deficit to 3 
per cent of GDP, against a 
deficit of 13 per cent of GDP 
in 1997. 

Although Mr Ortiz said he 
would seek “a sustained fail 
in inflation” to 12 per cent in 
1998, from 15.7 per cent last 
year, the behaviour of 
consumer prices in early 
1998 has been discouraging. 
Prices rose 33 per cent in 
the first six weeks of the 
year. leading many 
economists to predict the 
central bank would 
overshoot its inflation target 
for 1998. 

Many economists believe 
Mr Ortiz, who was appointed 

Mexico: merchandise trade 
Won 


central bank governor in 
January after three years as 
finance minister, is more 
worried about the pernicious 
effects of an overvalued 
exchange rate than a few 
points of Inflation. 

The peso was allowed to 
depreciate by 9.4 per cent 
against the dollar in the 
first six weeks of 1998, 
against a nominal depreda- 
tion of 23 per cent in the 
whole of 1997. 

“Mr Ortiz appears to want 
to solve Mexico’s balance of 
payments shortfall before he 
deals with Inflation,'’ says 
Jonathan Heath, an eco- 
nomic consultant. Mr Heath 
is also concerned about 
Mexico's widening current 
account deficit as the coun- 
try moves into its pre-elec- 
tion years. “We are reaching 
the point where the economy 
becomes vulnerable to sud- 
den swings in foreign inves- 
tor sentiment," he says. 

Few economists believe 
Mexico wiD repeat last year’s 
record foreign direct invest- 
ment, which totalled S12.lbn. 
in the remaining three year's 
of President Ernesto Zedil- 
lo's term. 


Modco: cwrcnt account balance and foreign curiwicy reserves 
Won 
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Luis . Rubio, director of 
Cidac, the Research Centre 
for Development in Mexico 
City, also believes the gov- 
ernment cannot afford to 
run an expansionary eco- 
nomic programme in the run 
up to presidential elections 
in 2000. 

Even the Organisation of 
Economic Co-operation and 
Development has joined the 
chorus, urging Mexico to 
increase domestic savings, 
improve tax collection and 
keep its current account 
deficit in check to ensure 
problem-free economic 
growth well into the next 
century. 

Mexico's conundrum can 
be summarised as follows: 
The economy needs to grow 
at 6 per cent a year to keep 
its young and expanding 
population employed. But 
the country lacks sufficient 
internal savings to finance 
such rapid growth. So it bor- 
rows capital from abroad, 
which, creates a balance of 
payments shortfall, which in 
turn exposes Mexico to peri- 
odic financial crises when 
foreign investors pull the 
Plug. 


The current account defi- 
cit. the OECD said, should 
remain “moderate and 
financed by foreign direct 
investment and other 
long-term capital inflows". It 
praised Mexico's fiscal pru- 
dence. but said the govern- 
ment should improve tax col- 
lection which, as a 
proportion of GDP, is the 
lowest of the organisation’s 
29 member-countries. 

Against these concerns, 
most analysts believe Mexico 
has good policy instruments, 
such as a floating exchange 
rate, to cope with external 

shrinks. 

. The structure of the econ- 
omy has also become more 
resilient Banking, telecom- 
munications, electricity and 
natural gas distribution 
have been opened to foreign 
investment Monopolies are 
being dismantled. Govern- 
ment regulation, particularly 
in financial services, Is 
improving. And although the 
banking industry remains 
burdened with an uncom- 
fortable level of bad loans, 
there were signs of an incipi- 
ent revival of credit in early 
1998. 
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CHILE* by Imogen Mark In Santiago 


VEN EZUELA • bv Raymonrl nrilitt in G aracas - 


Dependence 
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Key exports face 
problems of 
oversupply and 
weakness in 
Asia markets 


The turmoil in Asia has 
caught Chile both prepared 
and unprepared. 

On one hand it can count 
on a solid, well-structured 
financial system, fiscal 
accounts in order and in sur- 
plus, insignificant short-term 
foreign debt and high Inter- 
national reserves. In Decem- 
ber. the president of the cen- 
tral bank, Carlos Massad, 
said it was in “as good shape 
as possible” to weather the 
storm. 

But on the other, authori- 
ties and analysts alike have 
been suddenly and sharply 
reminded that Chile, which 
conducts one-third of its 
total trade in Asian markets, 
is very vulnerable to a slow- 
down, particularly in the 
commodity iriyrkcfr y 

“A lot of people seemed to 
have forgotten that Chile 
still depends heavily on cop- 
per,” says Antonio Becabar- 
ren, chief economist at the 
Santiago brokerage Lanain 
Vial Copper represents 40 
per cent of exports. Total 
trade, at $35bn last year, is 
equivalent to 45 per cent of 
GDP. 

A lower copper price has 
been expected for well over a 
year because of a projected 


oversupply, the result of a 
slew of new mines which 
have come on stream in 
recent years, most of them 
in Chile- The price began to 
drop in July foam a peak of 
128 cents per pound to 76 
cents by end-February. Last 
September the central bank 
and the finance ministry 
estimated it at 96 cents for 
the 1998 budget. Today, even 
the unofficially revised fig- 
ure of 83 cents may well be 

At S3 cents, and with 
lower prices for other 
exports such as forestry 
products, Chile can expect a 
trade deficit of at least $2bn. 
That would mean a higher- 
than-predicted deficit in the 
current account at about 5.6 
per cent of GDP. Trade 
accounts for the bulk of this 
item. At 75 cents, however, 
the deficit would grow a fur- 
ther half to one foil point, to 
6 per cent and above, Mr 
Reca barren says, which is 
alarming by any standards. 

In fact, whatever happens 
to the copper price, the cur- 
rent account wifi look worse 
this year because of a new 
accounting procedure. For- 
eign companies' foil profits, 
whether remitted or not, will 
appear as a deficit in the 
current account The portion 
not remitted will be re-en- 
tered in the capital account, 
but the Change is expected to 
add an extra 911m cm the bar 
hility side. 

Even under the old proce- 





dares the deficit had been 
above 4 per cent since 1996. 
The Chilean authorities 
seemed little concerned, 
however, according to Wal- 
ter T. M alamo, director for 
economic and financial 
research at SBC Warburg 
Dillon Read. But from Octo- 
ber onwards, as the Asian 
crisis developed, the market 
suddenly saw the potential 
impact on Chile’s balance of 
payments. 

There was a scramble to 
cover previously unhedged 
dollar debts, and the 
exchange rate dropped 
sharply. Although the deval- 
uation in real terms was not 
large (7 per cent in the three 


months to end-January), the 
central bank intervened to 
try to stabilise the peso price 
successively at 430, 440 and 
450. During December and 
January it threw in almost 
$2bn. 10 per cent of total 
reserves. 

Along with the exchange 
rate Instability, by the new 
year the authorities bad also 
recognised that the economy 
was overheating. Domestic 
demand was rising by a cou- 
ple of points faster than 
growth, which meant that 
the Import bill was also ris- 
ing. Thus the balance of pay- 
ments was bang hit simulta- 
neously by falling exports 
and by rising Imports. 


In early January the cen- 
tral bank raised the inter- 
bank rate by half a point to 
7 per cent A month later it 
hoisted it by a further Vk 
percentage points. A 
short-tem effect was to 
reduce liquidity, thus dis- 
couraging currency specula- 
tors, but the bank's main 
aim was to curb domestic 
spending and cool the econ- 
omy. 

The move was “reassur- 
ing”, Mr Molano said. The 
market had perceived the 
central bank as acting inde- 
cisively and there was confu- 
sion, too, about a suggestion 
from the finance ministry 
spokesman that there might 
be "more flexibility" over 
the inflation target. But the 
central bank has confirmed 
its original 4J5 per cent tar- 
get for 1998. Last year the 
result was 6 per cent. 

There are critics who 
would prefer to see a stron- 
ger exchange rate. A dollar 
price of. say, 470 pesos 
rather than the current 450 
would boost export earnings 
and curb Imports without 
cutting back so bard on 
overall growth. 

Most economists are now 
forecasting growth of around 
5 to 5.5 per cent. Larrain 
Vial, which is among the 
most pessimistic, forecasts a 
sharp drop from 9.5 per cent 
in the first quarter to 4 per 
cent in the second and third 
as the credit squeeze takes 
effect and to 2.5 per cent in 
the fourth as the economy 
bottoms out Annual growth 
would be around 5 per cent. 

In the stock market, a 
“mediocre” performance is 
the best that can be expec- 
ted, at least in the first half- 
year, as investors reduce or 
maintain positions, in favour 
of fixed income. But Chile 
can count itself lucky if 
mediocrity is the worst it 
suffers. 


Volatile oil prices a 
continuing threit 


Government's 
fiscal policies 
are seen as 
being not 
tight enough 


increase from 75.000 bolivars 
to 100.000 bolivars is to line 





Following a relatively 
smooth sail in 199«. 
Venezuela's economic 
helmsmen are navigating 
through choppy waters in 
their last year in office. In 
addition to the uncertainty 
over the outcome of 
December's presidential 
election, the drop of 
international oil prices and 
the risk of a currency 
correction have over- 
shadowed the oil-rich 
country's immediate 
prospects. 

Despite countless 
boom-bust cycles. Venezuela 
has not managed to 
overcome its dependency on 
oil and correct its 
subsequent volatility. 
Between 50 and 70 per cent 
of the government revenue 
comes from the sale of oiL 
Though tbe government 
missed the opportunity to 
create an economic 
stabilisation fund when it 
saw considerable windfall oil 
revenue in 1996 and 1997, it 
did react quickly when the 
oil jnice fell well below its 
$15.5 per barrel budgeted for 
1998. 

It re-estimated its Income 
based on $14 per barrel and 
cut expenditures by $l.4bn. 
In reaction to growing 
capital flight and a more 
accelerated depreciation of 
the national currency, tbe 
bolivar, the central bank 
raised Interest rates by more 
than 11 percentage points 
into the positive realm for 
the first time in four years 
(with a few brief exceptions). 
It also increased tbe legal 
reserve requirements for 
commercial banks from 12 
to 17 per cent and 
adopted a tighter monetary 
policy. 

The measures were widely 
applauded by investors as 
improving the government's 
chances of meeting its 
ambitious year-end inflation 
target of 25 per cent The 
government insists that the 
recent minimum wage 


with its inflation target, as 

its implementation was 

delayed until May l- Yet the 
increase could have 
domino effect and trigger 
aeross-tbe-board safory 
increases, which P 
drive inflation up to 38.7 per 

cent last year. 

As a result of the expendi- 
ture cuts and interest rate 
increase. GDP growth will 

slow - by 1 percentage point 

to 4.5 per cent, according to 
the government. The econ- 
omy could slow further if the 
price of Venezuela's oil bas- 
ket remains at its current 
level of around $12 per bar- 
rel and additional fiscal cor- 
rections become necessary. 
A growing demand for 
Imports as a result of an 
overvalued currency- add to 
the drop in oil income to 
reduce the surplus in the 
current account balance 
from a government-esti- 
mated 6 per cent of GDP in 
1997 to 1.5 per cent in 1998. 

While the government 
deserve* credit for its efforts, 
says James Barrineau. Latin 
America equity strategist 
with Salomon Smith Barney 
in New York, “its fiscal pol- 
icy has not been tight 
enough to assuage concerns 
about tbe currency". The 
bolivar is overvalued by an 
estimated 30 per cent (based 
on purchasing power parity). 

In January the central 
h ank announced it would 
allow tbe bolivar's central 
parity rate to depreciate 
more quickly (from 1-16 to 
L28 per cent per month). Yet 
the government is generally 
expected to continue using 
the currency as an inflation 
anchor, meaning the bolivar 
will continue to appreciate 
strongly [in real terms]. 
According to Pedro Palma, 
managing director of Hepta- 
gon Financial Group, 
reserves could drop as low 
as $ll.5bn by year-end. 
largely in defence of the boli- 
var. 

With the risk of a sudden 
devaluation heightening, 
says Walter Molano, senior 
economist for Latin America 
at SBC Warburg Dillon 
Read, “investors not already 
on the sidelines are heading 


there soon ill after the 
elections”. Ming matters 
worse, he addis the uncer- 
tainty over tl outcome of 
December’s pndentW elec- 
tion. “The P^cal horizon 
looks rather 

Indeed, the ro leading 
candidates, a fo.pr military 
coup leader <J an ex- 
beauty queen, dtot exactly 
inspire confidee among 
investors. Hui Chfivez 
Frias, the mlL'ry coup 
leader who unscessfully 
tried to topple t. govern- 
ment m 1992, the* nomi- 
nally backing market 
reform, has spen out 
against “savage litalism". 

Irene Sdez Condthe 37- 
year-old former is Uni- 
verse and currentlyayor of 
the posh Caracas drict of 
Chacao. is only no begin- 
ning to outline her ttform. 
She is closely ablated 
with several bankersid the 
more pro-business oclal 
Christian party Copeihe is 
also being advisecky a 
diverse but qualifiedroup 
of economists. One obeir 
proposals apparently; to 
introduce a monetary iard 
to reduce inflation anmr- 
rency uncertainty. 

While the vast major of 
Venezuelans welcomeor- 
eign investment and me 
with a downsizing ofae 
enormous state sector, ire 
is also a large part ofie 
population that remain*) 
see tbe benefits of the *■- 
ket-driven reforms of revt 
years. This so-far silt 
opposition could lead tt 
slowing of reform unde* 
future government or -i 
the chagrin of many inv 
tors - carry Hugo Ch&v 
Into the presidential palac 

Yet most observers agr . 
that Venezuela's medium 
long-teraxoutlook is positrs 
Over the next decade a $72t 
investment plan in the o 
industry will be a drlvin 
force in the economy 
Increasing oil export voi 
umes coull partially ofise 
price falls. Above-average 
corruption and weak mone- 
tary policy ools remain con- 
cerns. As Mj Barrineau says, 
“Venezuela is adopting the 
right policies, though more 
slowly than tie rest of Latin 
America." 


COLOMBIA • by Adam Thomson in Bogota 


Inflation targets likely 
to be a difficult goal 


The benefits of 
interest rate rises 
will be tempered 
by much lower 
GDP growth 


In December of last year. 
President Ernesto Samper’s 
administration announced 
the start of an economic 
revival following two 
difficult years in which GDP 
growth reached 2.1 per cent 
in 1996 and 32 per cent in 
1997. 

Yet, only two months on, 
the economic outlook does 
not appear as healthy as 
advertised. 

The Asia financial crisis 
and tbe fall in world oil 
prices are taking their toll 
on the local currency, the 
inflation rate may rise this 
year, and an increasing 
fiscal deficit Is set to 
provide a serious challenge 
to the next government 
which will take office in 
August 

Having met lost year’s 


low domestic interest rates 
as the central bank replaced 
its tight monetary policy 
with a more expansionist 
formula. 

The low rates have not 
lasted. This year bank 
interest rates have risen half 
a percentage point and 
private-sector economists 
forecast a further rise of 2 to 
3 percentage points in the 
short-term. 

The main reason for the 
rise stems from a series of 
interest rate hikes by the 
country’s central bank in 
recent weeks to defend the 
exchange rate band as the 
fail in world oil prices, 
coupled with an underlying 
concern for the country’s 
growing fiscal deficit, exert 
pressure on the local 
currency. 

Earlier, the central h ank 
had spent more than $500m 
to keep the peso within its 
trading band against the US 
dollar. 

The rise in rates had the 
desired effect on the 
exchange rate but now 


ambitious inflation target of jeopardises the degree of 
18 per cent, Mr Samper’s economic recovery and the 


government has continued 
its commitment to tackling 
inflation - one of the highest 
in the region - and has set 
this year's target at 16 per 
cent. 

But January’s inflation of 


strength of consumer 
demand. 

“Tbe higher interest rates 
will lead to a much lower 
level of GDP growth than 
the government has 
predicted ” says Armando 


says the govemnent would 
cut its intends internal 
borrowing programme this 
year of about =4.35bn by 
one-third. 

As presidentia. elections 
at the end of Hay draw 
nearer, one of he main 
challenges for the incoming 
government will be the 
country’s growiig fiscal 
deficit. The present 
administration’s anbitious 
social spending pngranune, 
the Social Leap, ha. created 
a significant hole in the 
government’s finance 

In addition, recesion in 
late 1996 and eary 1997 
reduced government income 
, ® taxation. As a result, 
last year's entral 
government fiscal leficit. 
including interest pajnents, 

GD?* 11 ™ 12 Per eat of 
GDP- This year, the 
Bovernment estimates. t wffl 
grow to 4.b per cent. 

of ** ^owth j due 

which 6 CODLS tihtion 
which obliges the 
government to 
transfers to the regionsBuL 
Jt the same time, the 
business community has 

lass: ss-siS 

cute ,0 puhlic spending" 


OW January s umauun 01 predicted, savs ArmanHn So for & 

1.79 per cent has highlighted Montenegro, president of th P funded th«f jj°Y ei *nientias 
the difficulty of reaching the mST SSSStS of SSii h!*?* 
goal, particularly in the Financial Institutions. Anif f “ s« r or 

context of the K NUto MB' ha. revised d^s tacSLtaS 0* 2* 


weather phenomenon which 
is expected to translate into 
higher prices for agricultural 
products as well as reduce 
the country's coffee harvest 
by lm sacks to llm sacks 
this year. Unofficial 
estimates for this year's 
inflation rate are now closer 
to IS per cent. 

The government expects 
GDP growth to reads 4.5 per 
cent, hugely on the back of 


initial estimate of GDP 
growth for this year from 3« 
t0 3-5 Per cent. 
Other private estimates have 
done the same. The 
economic think-tank 
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maybe 

overstated 


Commentators 
take a more 
cautious view 
than the official 
upbeat mood 

From the bullish mood of 
. Argentine officials, it’s hard 
to guess that the world has 
only recently been shaken 
by a severe financial crisis. 
Argentina, they say. has 
already overcame the 31-ef- 
fects of the Asian turmoil: 
GDP growth this year could 
even top the of fi c i al forecast 
of 5.8 per cent, following 
hard on the heels of Last 
year’s 8.1 per cent. 

There is evidence to back 
their upbeat view. Bank 
deposits - in contrast with 
the 1995 Tequila crisis' - 
have risen since the Asian 
troubles struck last October. 
In February, the Interna- 
tional-Monetary Fund said 
“confidence in the financial 
system remains high**, *»nH 
Argentina had so far weath- 
ered the international storm 
well. Industrial production 
in January grew 7.8 per cent 
year on year, according to 
the state statistics bureau 
Indec. 

“It’s now more widely 
recognised that the impact 
of the Asian crisis on our 
growth will be minimal,” 
says Pablo Guidotti, treasury 
secretary. “We haven’t lifted 
the official forecast, but I 
wouldn’t be surprised If In a 
couple of months we have to 
change." Everyone, govern- 
ment included, had persis- 
tently underestimated 
Argentina's growth potential 
following the structural 
reforms of this decade.” 

Private forecasters, how- 
ever, remain more cautious, 
not least because the- effects 
of the Asian crisis on the 
global economy and capital 
flows are still not apparent • 

Latin America should not 


Argentina: economic indicators 
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assume it win be the recipi- 
ent of all the capital that 
would otherwise have gone 
to Asia, says Walter Molano. 
director of economic and 
financial research at SBC 
Warburg Dillon Read. 

“There will be a. change in 
tempo, something of a timely 
adjustment, for the region 
and Argentina. We are stick- 
ing with our trimmed-down 
Argentina growth forecast of 
4'4 per cent,” he says. 

On the downside. Asia was 
already impacting on Argen- 
tina's trade position last 
year as prices sagged for oil 
and agricultural produce, 
the mainstays of exports. 
The strength of the US dol- 
lar, to which the Argentine 
peso Is linked at par, makes 
the country's exports less 
competitive. 

Exports grew 7 per cent in 
1997, but imports soared 27 
per cent, giving a trade defi- 
cit of $4J)bn, against a $49m 
surplus the previous year. 
"A higher-than-expected 
$88lm trade deficit in Janu- 
ary took the 12-month accu- 
mulated deficit to almost 
$5.4bn, breaching the $5bn 
limit agreed with the IMF 
under the terms of the three- 
year $2.8bn extended fund 
facility finalised earlier this 
year. Breaching the limit 
triggers consultations with 
the IMF.” In practice, con- 
tacts with the IMF take 
place “all the time”, says Mr 
Guidotti. 

The current account defi- 
cit rose from L9 per cent of 
GDP in 1996 to 3.8 per cent 
last year. “We expect some 
more deterioration in the 
current account this year. 
But half of the deficit is 
explained by foreign direct 
investment, " says Mr Gui- 
dotti. “Eventually we will 
reap the benefits of this 
investment in terms of 
export growth.” 

This year, further falls in 
commodity prices look like 
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being offset by a bumper 
harvest. The jury is still out 
on how mucb the slowdown 
in Brazil, the destination for 
30 per cent of Argentina’s 
exports, will hit trade. 

On the fiscal side, the IMF 
earlier this year cautioned 
that Argentina needed to 
stand ready to take further 
action if it runs into revenue 
or financing problems. The 
overall public sector deficit 
fell from 32 per cent of GDP 
to 1.9 per cent last year, and 
a near-balance is envisaged 
by 2000 under the terms of 
the IMF accord. 

Argentina has been the 
most active emerging mar- 
ket borrower in the interna- 
tional markets so far this 
year, resuming its policy of 
securing at least three 
months' borrowing needs In 
advance. 

In 1998 it aims to raise 
$8.5bn internationally and 
$5bn locally towards a total 
borrowing requirement of 
over $17bn. That task would 
be more complicated if inter- 
national markets experience 
renewed turmoil. So far in 
1998, spreads have fallen 
below the levels seen a year 
ago, but are still above their 
pre-Asia lows. 

Argentina aims to con- 
tinue taking the IMF’s struc- 
tural reform medicine. The 
government has unveiled 
plans to reform the Pertin- 
ent labour laws and to make 
the tax system more effi- 
cient. However, employers 


grumble that the planned 
reforms are only a timid 
first step towards increas- 
ing labour flexibility. 

The gradual shaking off of 
Asian worries has been 
accompanied by rising confi- 
dence in the stock market. 
The Merval leading share 
index rose 12 per cent in 
February to 686.64. making 
up the ground lost in Janu- 
ary, although In thin sum- 
mer volumes. 

’’Sentiment has improved 
dramatically,” says Roberto 
Guevara, of Caspian Securi- 
ties. “My only proviso Is that 
the Asian effect still isn't 
clear-" 

A series of delayed IPOs, 
the privatisation of mort- 
gage provider Banco Hlpote- 
carlo Naclonal. and govern- 
ment plans to sell of its 
remaining stakes in priva- 
tised companies such as 
energy concern YPF. should 
ensure a strong supply of 
new equity in the first half, 
he adds. But that would 
inevitably keep a lid on valu- 
ations. 

For all the internal posi- 
tives. external concerns still 
leave prospects finely bal- 
anced. T am wildly optimis- 
tic about Argentina in the 
medium and long term,” 
says Mr Molano. “This coun- 
try is getting back to what it 
does best, exploiting its nat- 
ural resource base to the 
full But in the short term, 
one thing could still blow it 
off course - Asia.” 


Hangover on horizon 


A potent cocktail 
of conditions 
threatens to 
undermine sound 
prospects 

Hie knock-on effects of the 
Asian crisis and the freak 
weather conditions 
unleashed by El Niflo are 
combining in a potent cock- 
tall which could prove dam- 
aging to Peru's fundamen- 
tally sound macro-economic 
prospects. 

Late February saw Cana- 
dian investors pull back 
from the $22bn development 
of a copper deposit in north- 
ern Peru: low international 
prices and a market farther 
depressed . by a cut in 
demand from Asian buyers 
have for the time being put 
the lid on La Granja. one of 
Peru’s mining “mega-pro- 
jects” which together bad 
promised to bring over $8bu 
into the country in the next 
few years. 

Simultaneously. Minorco - 
a subsidiary of Anglo Ameri- 
can - announced it was post- 
poning until year's end feasi- 
bility studies on the $750m 
development of the Quella- 
veco copper deposit it 
acquired at privatisation in 
1992. Officials at Sonam in- 
pet. Peru's mineowners; 
association, are grwmding the 
alarm and forecasting a 
herd-style pull-out by lead-, 
in g minTng com panies. 

Not everyone takes such a 
gloomy view. Senior execu- 
tives of Canadian partners 
Rio Algom and Inmet Min- 
ing, presently evaluating a 
$2J5bn investment in another 
giant polymetallic deposit, 
Antamina. say they base 
mega-project .decisions on 
the long-term outlook, not 
short-term price fluctua- 
tions. And Cominco, also of 
Canada, is going ahead with 
its Japanese partner, Maru- 
beni. in a $300m-plus invest- 
ment to double capacity at 
the forms* state-owned Caja- 
marqirilla zinc refinery. 

The Asian crisis-related 
minerals demand slump “is 
little more than a hiccup”, 
says Cominco Peru's general 
manager, Kieran Metcalfe. 
“But it did delay finalisation 


of our financing deal, put 
together by Citibank and 
Bank of Montreal Everyone 
pulled back and wondered 
what was going on.” 

Other key investments are 
still in the balance. The most 
important is the SbeD-Mobil 
consortium's final decision 
on development of the huge 
natural gas and hydrocar- 
bons deposits at Camlsea. 
due mid-May. TransAndean 
pipelines and processing 
plants will involve invest- 
ment of $2.5bn or more, 
while a projected petro- 
chemical project could bring 
in the same again in foreign 
money. 

Direct investment is cru- 
cial to Peru since it allevi- 
ates an otherwise alarmingly 
high current account deficit. 
Although this was pulled 
back to the equivalent of 5.4 
per cent of GDP last year, all 
indications are that it will 
rise to around 6 per cent this 
year. 

The IMF team which 
arrived in Lima for a regular 
evaluation and monitoring 
visit in late February will be 
working out, together with 
the economy and finance 
ministry, new 1998 targets 
which will take Into account 
the impact of El Nifio. Tax 
collections will certainly be 
lower than anticipated - at 
best equivalent to last year’s 
14.1 per cent of GDP - since 
the government already 
announced concessions for 
individuals and businesses 


affected by floods and other 
freak climatic conditions: 
they may pay their tax bills 
late. 

Lower output will mean 
reduced taxable profits for 
many agricultural, mini n g 
a pd fishing businesses. Addi- 
tionally. many are expected 
to cut back on capital goods 
- imports - early indications 
are that revenue from cus- 
toms duties dipped sharply 
in January. Imports of food- 
stuffs are likely to rise as El 
Nifio decimates local crops. 

Flemings, the London- 
based investment bank 
which has run its Pacific 
coast operation out of Lima 
for the past two years, is 
forecasting a rise in the 1998 
trade deficit to $2bn from 
last yearis $l-6bn, with Infla- 
tion creeping between one- 
half and one percentage 
point over 1997*3 62 per cent 

Banks are steadying them- 
selves for a fairly sharp rise 
in the ratio of overdue loans 
in the second quarter of the 
year. Jose Nicolini, president 
of Asbanc, Peru’s banking 
association, has already said 
that many fishing, mining 
and agricultural enterprises 
will require loans to be refin- 
anced. Traders are also 
affected by the general 
reduction in demand. 

Mr Nicolini says the slight 
but perceptible devaluation 
of Peru's currency - the sol 
- in recent weeks was due to 
“uncertainty and specula- 
tion”. but points out that 


central bank reserves are at 
record - levels (well over 
$10bn) due to the high 
reserves requirements 
imposed on commercial 
hanks, “if there w ere a tem- 
porary shortage, some of 
those, reserve dollars could 
be released into the market.” 
he said. 

Roberto Abusada, the chief 
adviser to the economy min- 
istry, argues that all the 
Tn a *n economic variables are 
fully under control. “Com- 
prehensive refinancing 
nwpna Peru's debt profile is 
now good,” he says. “If the 
total external debt to GDP 
ratio stands at 29 per cent 
today, that will be down to 
20 per cent by the year 2000. 
Peru has no skeletons in the 
form of contingent liabilities 
in its closet” 

Tight fiscal management 
a feature of economic policy 
since 1990, ensures that 
interest payments are cov- 
ered by the primary surplus. 
Central gove rnmen t (except 
In a rare 1995 pre-electoral 
moment) does not over- 
spend. Major infrastructure 
projects which previously 
would have been financed by 
the treasury are being put 
out as concessions to the pri- 
vate sector. 

Damage to GDP should be 
partially offset by an expec- 
ted post-Nino construction 
boom. But 1998 will be a 
tough year for Peru, still 
over-dependent on a few, key 
commodities. 
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.BANCO 

HIPOTECARIO 


BANCO 

HIPOTECARIO S.A. 

Argentina 

US$200,000,000 
Short Term Senior Notes 


Co-arranger 

WastMerchant 

January 1998 


PROVINCE OF 
MENDOZA 

Argentina 

ComhBI Securities Limited 
USS82.700JJ00 Secured Notes 
Secured on a Syndicated Loan with the 
Province of Mendora as Borrower 

Ar ranger 
WestMerchant 

April 1997 


Elekfua. 


GRUPO ELEKTRA, 
S.A. DE C.V. 

Mexico 

US$41 ,800,000 
Private Placement 
of Notes 

Arranger 

WestMerchant 

March and November 1997 


COPEL 


COMPANHIA 
PARANAENSE DE 
ENERGIA 


USS$30,000,000 
Euro Commercial Paper 


Dealer 

WestMerchant 


For further information, please telephone - 


Buenos Aires 

Caracas 

Lima 

Mexico City 
Sao Paulo 


Edgardo Srodak 
Hugo Villalobos 
A Ido Macchiaveflo 
Alfonso Maza 
Hans Ostlund 


Repre se ntative 

Representative 

Representative 

Representative 

Representative 


Banco Real 


BANCO REAL S JK. 


US$250,000,000 

Notes 

due 2000 and 2001 

Lead Manager 
WestMerchant 

July 1997 


Bancosur 

BANCO DEL 
SUR DEL 
PERU S.A. 


USS$ 50,000,000 
Depository Receipts 
Programme 

Arranger 

WestMerchant 

Signed December 1996 
and drawn 1997 


+54 1 394 7206/8/9 
+582 951 4422 
+51 1 422 7709 
+52 5 430 2801/2/3 
+55 11 815 8388 
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COUNTRIES • MORE THAN 4,300 BRANCHES • 13 MILLION CLIENTS • 
ilSSETS • MORE THAN $5.2 BILLION IN SHAREHOLDERS' FUNDS • MORE THAN 
11a&D CUSTOMER FUNDS * QUOTED ON THE WORLD'S LEADING STOCK EXCHANGES. 
^SMBi fe BANCO CONTINENTAL to - BANCO FRANCES Argmuna . BANCO FRANCES Uruguay - 
BANCO GANADERO Cobrcbl. - BANCO PROVINCIAL Vanuauala - BBV LAT1NVEST Holding 
BANCO BILBAO VIZCAYA Mexico, Panama, Puerto Rico, Europe. 
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The market experience, proximity and knowledge of Latin 
America's major banks. 

The strength, professional expertise, technology and service 
quality of a leading financial group in Europe. 

Joined in a single management model, with a global 
perspective and long-standing local experience. 


GRUPO BBV 












Strength. Innovation. Technology. Service Quality 











